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PEEFACE 


The object of tMs book is to provide a statement of the 
leading ideas of modern Economic Science in terms that 
will be easily understood by Indian students. The study 
of Economics in India is rendered unnecessarily difficult 
by the fact that in its early stages there is so little common 
ground between the student and his text-books : the 
knowledge of western industrial life which western text- 
books assume is not possessed by the student, and the 
iUustrations consequently in many cases only increase 
the difficulty which they are intended to remove. I hope 
that the study of the science, which is of such vital impor- 
tance to the future of India, will be facilitated if its leading 
ideas can be apprehended in the first place in terms of 
the Indian field and market-place. 

The book is designed to serve as an introduction to the 
larger text-books and the classical writers, and the main 
lines of its construction are therefore fixed. In one respect, 
however, I have ventured to depart from tradition. It 
will be seen that while the factors of production are at first 
treated in the traditional order (Land, Labour and Capital), 
this order is altered m the section, dealing with Distribution. 
The chief consideration that has led to this change is the 
importance of laying stress on the fundam(?ntai unity of 
the science, and of showing that a thorough study of the 
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equilibrium between supply and demand is as essential 
to a mastery of tb.© problems of Eistributioii as of tlie 
problems of Value in connection with wMcb it first appears; 
Now it is not easy to present this fundainental unity if 
the traditional order is followed : the student comes first 
to the subject of rent, with all the complications arising 
from the special features of land, and when he passes on 
to wages, his attention is directed to the particular features 
of that branch of the subject. It seems to me that at 
least in the present state of development of the Indian 
markets — the object in view can best be attained by 
beginning with the subject of interest, where the funda- 
mental unity is most easily seen, and passing thence to 
those subjects where other factors in the problem become 
of relatively greater importance. 

It may perhaps savour of presumption ii one who has 
no practical experience in teaching offers suggestions as 
to the manner in which the science should be taught. 
But, like other employers, I have been forced by experi- 
ence to realise that to a large proportion of Indian 
students of Economics the science is purely abstract, aiid 
bears very little relation to the facts of Indian life. I 
venture, therefore, to suggest, that, particularly in the 
early stages of the course, stress should be laid on the 
concrete interest of the science, and that students should 
be provided mth opportunities for observing economic 
facts for themselves, whether in the form of price-lists, 
market-reports, and selected statistics, or of facilities for 
seeing how production is actually organised in the neigh- 
bourhood of their college. They will thus be helped to 
realise that the science arises out of the facts of life, and 
is not a thing to be first learned and than applied to those 
facts. 
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CHAPTER I. 
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THE MEANING OE ECONOMICS. 

When a student takes up a new subject he wants first of 
aU to know what it is about and what is meant by the 
words which he has to use. In the case of some subjects this 
is a simple matter ; the meaning of the words used in them 
is absolutely fixed, and the student begins by learning their 
definitions by heart. Thus, the student of geometry 
usually begins by learning the definitions of such words 
as point, or line, or citele ; and when he has once learnt 
them he knows that all through the course in geometry 
they have pecisely the same meaning, and that there is 
no risk of his being misled by a word being used sometimes 
in one sense and sometimes in another. There are, however 
subjects, and Economics is one, where this method is 
not applicable, because all writers are not agreed on the 
meanings of the words used ; the words are used in ordinary 
conversation vaguely, and with more meanings than one, 
and even when a writer defines the sense in which he intends 
to use a word he sometimes uses it in another sense, and 
may thereby mislead his readers.} In studying such sub- 
jects it is necessary to examine the meanings which each 
writer attaches to the words used, to bo constantly on the 
watch for double meanings, and to use qualifying adjectives 
when there is any risk of a misunderstanding. 
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AN INTRODUCTION TO ECONpiICS 

Now the Science of; Economics^ consists oi. the , stiidy, of ' : 
the Lawa'of the 'Production, Consumption aiid Bistiibiition ^ 
of, W-ealth; or, speaking: ' popnlaii^^ how /m or nations 
get Wealth, and what they do with Each one of the 
words printed with a capital letter in the last sentence 
needs careful examination. 

Economics, the name' of the science, is formed from the 
nonn economy, which in current Enghsh use has more 
meanings than one. ' It is derived from the Greek language 
and originaEy meant ' management of the household ■ ; 
and in popular ns© it is still closely connected with the 
idea of household expenditnre, since w© speak of a person 
spending his income with proper economy, or being econo- 
mical in his habits. But the scientific use of the word 
has developed in a different direction : first it was nsed 
for management generally and not merely management , 
of the household, and then more definitely for the manage- 
ment of the State. (The men who began the study of the 
science were chiefly interested in finding out' the principles , 
on which the State should provide for the production of 
wealth, and because of this fact the science was at first 
named .Political Economy^ or in other words the economy i 
that is the management, of the State] but the word 
‘ political ’ itself has many meanings, and the shorter name 
Economics has gradually been adopted in its place. Econo- 
mics has nothing whatever to do with being economical ; 
we may praise a man for avoiding waste, that is, for being ; 
economical, but the science of Economies has nothing to 
do with praise or with blame 

.. Next' we come. to., the word Law. This has two principal ’ ^ 
meanings which can be distinguished quit© clearly, but over : ‘ 
and over again people have confused them ; and students ; ^ ' 
beginnliig Economics should stop every time they com© to 
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MEANING OF ECONOMICS 

: 

the word an^ remind themselves of ; the' sense in which it is 
used. / In ordinary tali^ a Law means a command addressed 
to the people in general, and' telling them to do, or not to 
do; something; and Law, or Laws, indicate a 'body of 
such commands.'' In India these laws or commands are' 
either drawn from the ■ Sanskrit or Arabic writings, or are 
in the form of Acts passed by one of the Legislative Councils : 
much of a Hindu's conduct is commanded by the Shastras, 
while a Muhammadan is guided largely by the Koran and 
the CoDiinentaries ; and ail alike are subject to the Indian 
Penal Code and other Acts, passed by the Council. 

'• But in , science there is no idea of telling people, what to 
do. Ill science a Law is simply a statement that something 
is likely to happen in certain conditions^ and when we speak 
of the Laws . of , Matter,, or of Motion, or of Economics, or 
of Political Science, we are referring to the conclusions that 
have been drawn from experience as to what is likely to 
happen w^hen ' certain conditions exist. I Everybody 
familiar in a general way with many ‘ Laws ' in this sense 
of the word : it is common knowledge for instance that 
water will flow dowmhill ; and the ph^T'sioal sciences are 
usualty based on these general law^s, which are developed 
and made definite as the' result of successive, experiments, 
and of argument' as to the meaning of the experiments, 
until a large body of conclusions has 'been- drawn as to what 
will happen in very various conditions. Thus we now 
know, not only that water will flov/ downhill, but the rate 
at which -it .wdil flow, down a slope of any given steepness, 
the size of an embankment required to prevent it flowing, 
and'inaiiy other conclusions, with the aid of wliich engineers 
are able to construct drainage-schemes or irrigation-canals, 
and to supply towns and cities with pure wate2>drawn from 
a distant source. These ‘ laws ' of the movement of water in 
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given conditions, wMch constitute tlie science jf lij^dranlics, 
do not tell people what to do or wliat not* to do. Tiie 
engkreer leams from them how to 'achieve Ms object, and 
in popular talk he may be said to ‘ obey ' them just as a 
man obeys the Penal Code ; but this use of the word obey 
ns figurative, and may mislead. In the first case, a man 
kn.ows what is hkely to happen and makes his plans accord- 
ingly ; in the second, he refrains from doing something 
because it is forbidden by the order of the Government, 
which Vvill punish him if he disobeys. 

• Now Economics, like the physical sciences, is based on 
the every-day experience of the W'Oiid, and endeavours 
to state that experience in a set of- coiicliisioiis which 
will show^ what changes in regard to w^ealth are likely to 
follow from changes in the conditions under wMch people 
live. These conclusions are called lav/s, but it must be 
repeated that they do not form commands, that is, they 
do not tell people either how^ they should get wealth, or 
wdiat they should do with it when they have got it. 

There is one obvious difi'erence between the position of 
the physicist and that of the economist. The former can 
carry out experiments on a very large scale, that is, he can 
make the conditions and see wiiat happens, while the 
economist can very rarely experhnent, but must content 
himself with watching the changes that take place in 
conditions, and their results, and arguing as to the meaning 
of his observations. The student of the movements of 
vfater, for instance, can make v/ater fiow down any sort 
of channel he cares to construct, and can measure the 
velocity of the flow in the conditions lie has produced : 
but the economist is not dealing with water or clay, but 
with the hu^an beings who produce and consume V'Calth ; 
he cannot make them alter their w-ays of working or of 
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living at pleasure, but only observe what happens I 
when the coiiciitions' change. , It is largely owing to this ! 
reason' that in the science of Economics the conclusions 
or ' laws are far less definite, and open to many more 
exceptions . than is the case in sciences where systematic. ' 
experiments are possible. It is very difficult to be sur© ' 
that we have not overlooked some change in the conditions 
that has taken place ;■ and even serio.us students ' may ' 
thus be misled and may attribute a result to a cause which, 
in fact, has had little or nothing to do with it, just because 
they have overlooked the true cause or causes. The same 
danger of mistake is, of course, more frequently run by 
writers in the press, wffio in many cases have never studied 
any branch of the subject, and may find themselves called 
on suddenly to explain changes that excite public interest, r 
such as a rise in prices, or an increase in exports. Much 
that is misleading appears in the press on such subjects, 
and students will be wise not to acce|)t everything they 
read, but to wait until their study of the laws of Economics 
enables them to draw conclusions for themselves and to 
criticise the conclusions drawn by others. 

It will be obvious that in order to understand these laws 
of which we have been speaking, a student must know a 
large number of the facts on which the laws are founded. 
Here, as w-e have said, he is at a disadvamtage compared 
with the student of a science such as physics, who can 
satisfy himself by experiments in the laboratory that the 
laws which he is studying really hold good. The student 
of Economics has no laboratory ; and he cannot a rule 
ascertain or verify many of the facts for himself, JTe has 
therefore to take them from books ; and a large part 
of his studies will consist of Economic History and of 
Statistics."' Jhe 


8 AN INTRODUCTION TO ECONOMICS 

|>rodiictioii, eonsumptipu .and..distribiition yealth among 
various, nations, in ,tho past ; Statistics mean facts bearing 
on tlie.same subjects^ stated in figures and arranged so as 
to sho'W' the changes that are in’ progress. But the study 
of history and statistics is made very much easier by a 
preliminary knowledge of the chief conclusions or laws 
that have already been based on them ; and so it is best 
for students to begin by acquiring such a knowledge, 
illustrated by facts already familiar to them, ^nd then to 
study the laws in more detail and in the light of history 
and statistics. 

The word Science, which we have already applied to 
the subject of Economics, requires a short explanation. 
Originally it meant simply knowledge, but its use is now 
restricted to a certain kind of knowledge, namely the 
knowledge of some particular subject stated in the form of 
laws {in the sense which has been explained)! Thus the 
knowledge that water runs downhill is not in itself a 
science : but the science of Hydraulics has gradually grown 
up as the behaviour of water in various conditions has 
been ascertained and stated in more or less definite terms. 
In the same way, there was a time when no science of 
Economics existed, simply because the facts had not been 
studied and conclusions had not been drawn : the study 
is even now by no, means complete, but it has made so much 
progress that laws or conclusions have been drawn dealing 
with most of the more important facts, and it can now, 
therefore^ be properly described as a science. 
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THE MEANING OF WEALTH, AND VALUE. 

We have now to explain the. meaning which is attached to ' 
the word Wealth, the subject-matter of our science. This 
word, like most of those which we have to use, is commonly 
employed in ordinary language, and as was said in the last 
chapter, we have to be careful that w^henever we use it 
we use it in a definite sense. When in ordinary talk we 
speak of a man’s w^ealth, we probably think first of all of 
the things which we know he owns : his land and houses ; 
his carriages, horses, elephants and motor oars : his gold, 
silver and jewels: his money lent -to Government or to 
private persons, or invested in railways or factories, or in 
coal-mines or other industries. If we want to compare 
the w^ealth of two men, it is things like these which v/e take . 
into account : only in order to make the comparison we 
think of the total money- value of such things, and say 
that one man’s wealth is so many rupees or so many lakhs, 
and that another’s is so many rupees or so many 
more or less. 

Now the things which we have named, and the various 
other tilings which we speak of as wealth, are at first sight 
very' different froin each other : ( but if we class them in 
ordinary talk under the single word wealth, it means that 
they hawe all some important quality in common, and to 
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make sure wliat we mean by wealth, we liav^"$ to find out' 
wliat this common quality is. What qiiali'Iy is coniiaori. 
to ' land, and elephants, and diamonds, and Goveriimeiit 
paper, and the other things that we speak of as w^ealth ? 
The answer is that they are all things wii icb^e_ sh ould l ike 
to possess for o nrselwes.V 

It is true that in most countries persons wdll be found 
who do not wish to have such possessions of their own, 
and the number of such persons is probably larger in India 
than in Europe, -because of the tendency to adopt an ascetic 
way of life ; the sincere sannyasi or fahir is distinguished 
from the rest of us mainly by the fact that he does not want 
to possess things of the lands wdiiph we have named. But 
even in India sincere ascetics, form only a very small pro- 
portion of the population, and leaving them out of account 
it is correct to say that ordinary people want to possess the 
same kinds of things, and that among the things they want 
are those which we are discussing. 

We may say then that all the things of which we usually 
think wdien we speak of wealth are desirahle^ that is to say, 
they are things which ordinary people w^ould like to have. 
But while all the tilings we speak of as wealth are desirable, 
all desirable things are not spoken of as v/ealth. Family 
afection and friendships for instance are desirable things, 
but we should never speak of them as part of a person’s 
wealth ; nor indeed would it be possible for us to do so if 
is usual we reckon the various items of wealth at their 
money- value, for we cannot assign a money- value to such 
possessions, much as we may desire them. Most of us 
■ .again desire such things as good health or skill at games, 
but they are certainty not wealth in the ordinary sense of 
the word. . In order then to settle the meaning of the 
term wealth as ordinarily used, we have to see what 
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.'kincls , of . dea'f able tilings it includes, and .what kinds it 
excludesJ:; , " , ... 

Besirable tbings can be classified in various ways. One 
obvious distinction is between those that are material, ' 
that is to say, those that we can see and handle, and those ; 
that. .are';.non-material and so cannot be recognised by 
our senses of sight and touch. The things' which we have ^ ■ 
enumerated at the beginning of this chapter are all material ; 
and it is correct to say that most material desirable things 
are included in the ordinary use of the term wealthj Non- 
material desirable things are of two kinds. One kind, 
which may be called internal, includes such things as 
good health, or ability in business, or skill in a profession ; 
such qualities may be employed in order to obtain material 
things, but in ordinary talk we do not count them as wealth 
though they, may be employed as sources of wealth. The 
second kind of non-material things may he caked external : 
they are- not qualities of the person himseK, like skill or 
ability, but arise out of his relations with other people. 

The commonest examrjie of them is what is spoken of 
variously as ‘ good-wili ’ or ‘ practice.’ A successful shop- 
keeper who wishes to sell liis business will charge not only 
the price of his stock of things for sale, and of his shop (if 
he owns it) ; he charges something more for ‘ good-will.’ 

The buyer will pay for this because he imows that he is 
more likely to succeed in carrying on a shop with a reputa- 
tion already made, where people are accustomed to 
than if he opens a new^ shop and has to persuade people 
to come and deal there : the ' good-will ’ of the shop is 
in fact a desirable thing, and he is willing to paj/ sometbing 
for it. This fact explains why in some towns it is quite 
rare to find a trader or shopkeepei doing business under 
his o%¥n name : the firm may have changed hands several 
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times, blit the names of the original ovvners/fare retained 
in order that the old reputation of the fii:m may not be lost. 
Ill the same way a successful doctor or dentist can sell liis 
‘ practice ' as it is called in this case ; that is, some other 
doctor or dentist will pay him money in order to succeed 
him and have a chance of treating the patients who would 
have come to him. We do not perhaps hear iniicii of 
‘ good-wiil ' or ^ practice ’ in ordinaiy talk, but among 
business or professional men the thing is very real, and 
its value is taken into account in considering the wealth 
of a person or a firm. . 

I In ordinary talk then, we mean by wealth most desirable 
: things that are material, and a few that are non-material 
and external, such as practice and good-will. We say 
most things that are ma/terial, because some classes of 
these are commonly excluded. Things like good roads 
or a well-drained to.wn, are clearly desirable, but though 
they are great conveniences to an individual we do not, as 
a matter of ia^ct, regard them as part of Ms wealth. ' We , 
limit the use of the word to things wliioli a man can sell:,r 
or give away ; and if w^e want to know whether a, thing is 
. " classed as a man’s wealth or not, the simplest test is to see 
if he " 'can sell it or transfer it to some one else.;- 
' ; TMs then is the ordinarj?- meaning of the word Wealth. 
Writers on Economics have defined its meaning for their 
own purposes in various- . way, and the word does not 
'^%slude exactly the same things .in all books on the subject : 
students have, therefore to be careful that they understand 
the meaning adopted in each book wiiicli they read. But 
modem English writers as a 'niie aim at using the w'ord as 
nearly as possible in its ordinary meaning, and follov/^ 
ing this prae^ce we shall use it in the sense explained 
above, ' 
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For some purposes, economists have to consider the wealth 
of a nation or a community as distinct from the wealth 
of the individuals of wMohit is composed. The vrealth of 
a nation includes festly the total wealth of , those indi- 
viduals, and secondly a variety of things which are not 
coiinted as individual wealth. If we know the amount of 
the wealth owuied by the individuals, it is merely a matter 
of arithmetic to ascertain the total ; the difficulty of making 
the calculation lies in finding out the amount of the wealth 
of the individuals, and this difficulty is felt very seriously 
in a large number of economic investigations. The student 
however will not feel this difficulty until he has advanced 
sufficiently far to think of undertaking such investigations 
for himself, and in the early stages it is enough for him to 


calculation of the wealth of any large number of individuals 
requires a great deal of labour as well as a trained and 
acute Judgment. The second :group of things which are 
included in national wealth are those which are the property 
of the nation as a whole or of some subdivision of it, and 
not of its individual members. This group includes such 
things as railways and canals owned by the State, public 
buildings, and the material equipment required for the 
work of Government, whether it be the store of gold and 
silver held ■ by the Treasury, or things like mail-carts and 
pillar-boxes. In addition-' to such material things, some 
writers include in national wealth various non-matemi 
things,' such as the organisation' of Government. Here 
too the exact limits of national wealth are not at first of 
much practical importance to the student : the important 
point is that when, he reads ■■anything on the subject he 
should make quite certain what elements that particular 
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Eiirtiierj a considerable proportion of tlie a/%ional wealth 
ma,j be made up of things owned collecti'Fely by portions 
of the nation rather than by the nation as a whole;. TlinSj 
if an economist should attempt to calculate the wealth of 
India, he would ha>ve to reckon, first the \¥ealth of all the 
individual inhabitants ; then the weadtli owned by the 
Government of India ; then the wealth of each p.roviiicial 
Government ; and then the w^ealth of local bodies such as 
district or municipal boards, and even of village-communities 
in places wmere these have a recognised legal position and 
possess wealth of their own. The provinces, for instance, 
own roads and bridges and embankments, as well as 
buildings for various purposes : municipal boards own 
streets and drains and lamps, and may ovm waterworks or 
tramways or other undertakings ; the district or local board 
owns roads. and bridges, or schools and dispensaries : while 
even a village panchapai may own' wells or tanks or drains. 
All -such things form part of the wealth of the nation. In 
" the same way account must be taken of all 'wealth owned 
by other public or private bodies ; property ' belonging , to, 
a temple or a mosque, or owned by a charitable comiiiittee, 

' or by the go verniog body, of a college, is aE part of the wealth 
of the nation. , , 

Lastly, in reckoning the 'wealth of either an mdividual 
or a eominuiiity .care must be taken to deduct the amount 
^of his or its debts.. Thus,., if a landholder has mortgaged ' 
' we must not include in his wealth the Ml value 
' of the viHage, but must deduct the amount of the mortgage. 

' So .M a municipal board has .borrowed -.money to construct' 
waterworks, the amount of its debt must be deducted 
from, the value of the works, and in the same way a nation 
must allow for the money it has borrowed to construct 
raEways or canals or for other purposes.' ’ 
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Siioiigli liai^,iiow been said to indicate in genera! terms 
the ineaning tlia-t is attached to the- word ,we?Jth ; but 
students must be careful not to think that they niidt^rstaiid 
' it merely because they have read so far. In this case, as 
with almost all the words we shall have to explain, it is not 
enough to learn a definition by heart : we must realise 
what it realty means, and it is an excellent practice to test 
our knowdedge of it by appl^nng it to things that we see 
ill the course of our daily life. For instance, a student 
walking to college in the morning may ask himself : Are 
the roadside trees V'ealth ? and -whose wealth '? Is the 
mission-church wealth ? and whose w^ealth ? Is the 
fountain wealth ? 'and whose wealth ? Is the college 
hockey-ground wealth ? and . whose wealth 1 Discussion 
of questions such as these in the light of whatever definition 
of w^ealth is used in their text books wdll soon familiarise 
students wdtli the idea in a w^ay that no study of the books 
themselves can be expected to do. 

The word Value is closely connected with the idea of \ 
wealth, and its ineaniag must be indicated at this point. / 
This word again is in ordinary talk used vaguely ; when we - . .. 
speak of something as ‘ valuable ’ or ‘ of great value ^ 
are usually referring to ^ some standard or ideal and prais- 
ing' the thing because it comes near to our ideal. In 
Economics the word makes no such implied reference, / 
but is used in ,a definite sense which must be clearly under- 
stood. 

We start with the fact that people constantly exchange 
portions' of w^ealth for one anotherjiand the Valued of a thing 

■^Some writers distinguish two. senses of the 
in .Elxcliange/ and Value 
Exehanget has 
in 



means simply th© quantity of some otlier fi :iiig for vy'Kioli 
it is exeliang^., Tims Yaln© is a relative torra, aaicl mii^lies 
that one thing is ooiiipar«i to another : ii there were only 
on© thing in the world, the idea of Yalne coiiM not exist 
bectose no exchange -would be possible. For instance, 
a cultivator who wants a ser of gld may obtain it by biiying 
it at a shop, or, he may get it from a neighbour in exchange 
for say sixteen sers of wheat. If the two agree on this 
rate of exchange, then, so far as that transa.ction is concerned, 
the value of one ser of gM is sixteen sers of wheat, and the 
value of on© ser of wheat is one-sixteenth of a ser of ghi. 
These are not two facts, but merely different ways of 
stating ihe same fact, namely the relation in regard to 
value that exists at that moment and in that place between 
wheat and gM. If the caltivator takes the other conrs© 
that is open to him and buys a ser of gM at a shop for one 
rupee, then we may say either ^hat the vaMe of a ser of 
gM is one rupee, or that the value of a rapee is one ser of gM : 
the two statements mean exactly the same thing. 

All nations have found it convenient to make use of , a 
single article, or a small number of articles, as money ' and' 
". the word Price is simply a short way of expresshig the value 
of a thing in terms of money r to say ' the price of gM is 
' one .ser the rupee/ is precisely the 'same as' to say Hhe 
value of one ser -of gM is one rupee.’ The subject of Money 
will require much study at a later stage, but for the present" 
accept its existence as a fact, and we use it, as we have 
already said, to meas'ur© the amount of wealth''! we take 

it its value expressed 






CHAPTER III. 

■■ THE MEANING OF PRODUCTION AND 
CONSUMPTION. ■ 

We have now seen what is meant by the term Wealths the 
subject-matter of Economics ; it includes most material 
thing*s, and also a few non-material things, such as ordinary 
people would like to possess for themselves, and which they 
can transfer to others. The Laws of the science relating 
to it are usually studied in three main groups, which deal 
with the Production, Consumption and Distribution of 
wealth.’ 

:■ Production means the study ^ of the way in which wealth 
becomes .available for use. ' •Consumption is just the 
opposite of Production, and means the study of the way 
ill which "wealth is used up and""ce'ases to be available.:; 
Distribution deals -with the way in which wealth comes 
into the possession of particular people or groups of people. 

It is necessary for students to take up one branch of the 
subject at a time, but it is most important that in doing 
so they should not forget the existence of the other branches. 
When studying ; Production, for instance, it is necessary 
to reineinber that the produGtiGii;:of "wealth is not a thing 
by itself : wealth is produced by,' men in order that they 
may consume either the wealth Which they produce,, . 'or ' 
else other things for which they -exchange it. So in studying 

B ■ 
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Consumption we must not forget moi^j of tiie men 
who consume are also producers, and that their coiisiiniptioii 
must depend largely on what they can produce. 

The first thing is to make c|uite sure what happens vviien 
wealth is ' produced ’ or ^ consiiinedd . We hawe seen that 
most w^ealth consists of material things, but vre must not 
think that the processes w-Mch we are stiidjdng involve 
the production or destruction of matter.:'; Tills is an. 
impossibility, as the various physical sciences teach us : 
we can change the form or the arraiigeineiit of matter, but 
we cannot destroy it, nor can we brhig new matter .into 
existence. The meaning in which the terms production 
and consumption are used will, become apparent if we 
examine a few instances. 

Take, for instance, a tailor making a coat. He cuts 
from a roll of cloth pieces of the required shape and sews 
them together with thread : he does not make the cloth 
or,: the thread, but he re-arranges them, and (if he has 
don© his work properly) the purchaser obtauis a comfortable 
and well-fitting coat, w'hich is for him a useful thing, more 
useful than the original piece of cloth would be. It may 
be , said, that though the tailor makes nothing new the'' 
weaver does ; but if, we watch a weaver at work we, shall 
see that he merely takes pieces of thread or yarn and 
re-arranges them so as to produce the cloth. The W'^-eaver 
does not, make new matter any more than the tailor does, 
but he arranges thread or yarn in such a way that it becomes' 
more useful to, the tailor. In the same W'^ay the. sphiner 
merely takes cotton, or wool, and ■ arranges ,it in the form 
of thi'ead or yam in which it becomes useful to the weaver. 
So far, then,- anyone , can see for himself that the spiniier, 
the weaver 'and the, tailor do 'Just the same kind of work, 
each of- them taking some form, .of matter and re-arrangiiig 
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it so as to makO it more useful. The earlier stages in the 
processes of production are of exactly the same nature^ 
but this is not so easily apparent to the student unless he 
has acquired, some knowledge of the sciences of chemistry 
and’ physiology, and of their applications to the arts of 
agriculture ; and, in fact, there was a time when the culti- 
vator was considered to do something different from the 
artisan. But it is now well known that the cultivator 
can only re-arrange the matter of the soil, put the seed in 
it and apply fresh matter in the form of water or manure ; 
the plant is not new matter, but is built up from the gases 
present in the air, and from the water and other matter 
present in the soil. Thus the ' cotton-iibre from, which the 
spinner makes yarn is not new matter produced by the 
cultivator, but is built up from the air and water and soil, 
and the cultivator’s work consists in making these more 
useful to the spinner, just as the spinner in his ■•turn' is 
making things useful for the weaver. In the same way 
the wool that grows on a sheep’s back . is not new matter, 
but is formed from the food which the sheep has eaten, and 
that food is formed from the soil and the air exactly in the 
same way as the cotton-ieiants are formed. The shepherd' 
who rears the sheep thereby makes the tiansforniation, 
possible from matter in the form of grass and herbs to 
matter in the form of . wool, that is, into something more 
useful to the spinner. 

Everyone, then, who is concerned in the production, of 
a coat, or of the materials from which it is made, takes his 
part in ' reridering' some portion of matter more useful for 
the purpose. In this connection the^ word t useful ’ means 
the same thing as ‘ desirable,’ both ' alike mdicating that 
some want .is satisfied ; and aH the workers to whom we 
have refeiTed are thus producers of some, material desirable 
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tMiigj that iSs of some wealth. ■ The faeo is eoimnoiily 
expressed in the phrase that (mac. produces not matter 
but 'uMliMes % the word utility is, of course, closely connected 
in origin and in meaning with the word ' useful/ 

If w© examine other forms of production, wo shall see 
that in their case also what is produced is not new matter 
but new utilities. ' The maker of sweetmeats uses sugar 
and milk and ghi and other materials so that the product of 
his work satisfies a particular want or set of iwants ; the 
potter takes clay and shapes it in the form of plates or 
vessels ; the carpenter uses wood and nails to make a box 
or a table ; and if students' will, examine from this point 
of view the work of. all the artisans or factories with whi.ch 
they are familiar they will see that in all/ oases the nature 
of the process is the same : existing matter is transformed 
and re-arranged so that 4t becomes more, adapted to meet 
some particular want, or, in other words, so as to increase 
its utility. 

Stated in this way, the coneliision will probably appear . 
to be obvious ; and when it has been thoroughly grasped 
the student will have no difficulty in seeing that the word 
Consumption denotes processes of exactly the opposite 
kind., 'i Men do not consume matter, but nnly utilities ; 
That is to say, the amount of matter present in the world 
is not diminished by the act of consumption, but some of 
■ itJs re-arranged so - that it is no longer capable, of satisfying ■ 
a particular .want. 4 Thus, . when' a man-, eats sweetmeats, 
his desire for them is .satisfied bj?' the process of eating ; , 
.-the m.atter of ■ which - the sw©,e-tmeats. are composed, is 'iiot 
lost, .but (as ,the study of physiology shows) it is used up 
-in -the body, and ' eventually returns to the air, the waiter 
...or the 'Soil,, the sources from which it was originally drawn* 
Or when a man lights a fire to warm himBelf or cook his 
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food, Ms want for heat -is satisfied by the fire, but at the 
same time tlif|^ matter forming the wood is dispersed into 
the air as smoke or steam, or left in the form of ashes, and 
is now no longer capable of sa,tisfyirig a want for heat. - 

There is one distinction among methods of consumption 
which is of some practical interest. In the cases we have 
stated the utility is destroyed in a single operation, by 
eating the sweetmeats or burning the wood ; hut apart 
from food and fuel, most forms of w'ealth may be used for 
a considerable time, and their utility . is only gradually 
consumed. A coat, , for instance, may be worn for many, 
months, and continues to satisfy a want the whole time 
it is worn ; but it will not last for ever. The cloth of 
which it is made graduall}?^ becomes thiimer until holes 
begin to appear, and then the coat is worn out, that is, 
its utility is consumed, A watch should last far longer 
than a coat, and mil satisfy its owner's want whenever 
he wants to know the time ; but eventually it will cease = 
to show” the time correctly, and th en its u tilit y is-exhauste d. 
A lew kinds of wealth last so long that their utility appears 
to be indestructible ; golden ornaments or diamonds may 
thus satisfy the wants of many successive generations of 
owners. ' It is probable that even such things wear out in 
the end, but we may say that articles of wealth are of aU 
kinds, from those that are consumed in a single use to those 
that, when once, they have been obtained, continue’’ to 
satisfy a v/ant for an indefinite,. period. 

■Now a large part of the life of ail ordinary men is , spent 
in produoing and consuming, utilities,' that is to say, in 
producing wealth, to satisfy their wants and in consuming 
: WeaIth ill the satisfying of those; wants. When, therefore, 
we are studying the production and consumption of .^?ealth, 
we are at the same time studyi.ng a large part of the lives 
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of men. As Marshall Economics ii3 a stiicty of 

mankind in the ordinary business of life ; ^ examines that 
part of individual and social action which is most closely | 

connected with the ^'attaihiheiit and A^dtii the use of the | 

' mateiial '. requisites ''of well-being. 'Thus it is on the one ■' 
side a study of 'wealth, and on the other, and more important | 

side, a park of the study of man.’’ It folIoi?s that the [ 
science may be defined in more ways than one. The earlier 
writers defined it in the %vay mentioned in Chapter I,, as ; 
the study of Wealth ; while the quotation just given " 
equally a definition from the other point of view. 

There is no contradiction between these definitions, 
because wealth itself is a thing that can only be defined 
with reference to man. ¥7ealth consists, as we have seen, 
of desirable things, that is, of things which ordinary men 
■ would like to have, and w^e cannot think of 'wealth without ' 
first thinking of -men, because* wealth is made up of things '■ 
that men want.^- This fact is important in classif 3 ring ' 
Economics among the sciences. Those sciences which are 
called physical in the broad sense are independent of the 
existence of mpmkind ; to take our former illustration, if 
there were no men in the world the laws of hydraulics 
would still be true, water would flow downhill, and so oii» 
|But the sciences classed as moral (Economics, Ethics, 
Politics, etc.), assume the existence of men as we know 
them, and study man’s actions from various points of view ; 
and Economics in particular directs its attention to those 
actions' which, to- repeat Marshall’s phrase, are '‘ most ,, 
closely connected with the attainment and the use of the 
..-material requisites of 'well-being,” that' is, with the .pro- ' 
duction and consumption of wealth. 

^ Principles of Economics, I, i. L 
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SOME ASSUMPTIONS. 

This study of wealthy which is also the study of a large 
part of human life, is not an easy or a. simple thing, because 
life itself is not simple ; , we have to approach it by degrees, 
and to simplify the early stages as much as possible. In 
order to do this, we make certain assumptions, the effect 
of which is to limit the extent of the subject ; at a later 
stage, when we have mastered the subject within ‘ these 
limits, we can go beyond them and extend our knowledge 
further. In this chapter W’-e shall explain some assumptions 
that we find it convenient to make, and students must 
remember that these assumptions hold good thiwghout 
this work ; they must not think that the same assumptions 
are made by all writers' on . Economics, but they must be 
careful to note the assumptions that each ^vTiter makes, so 
that they may be sure what he is writing about. 

In the first place, we are nonsidering ordinary men' and 
women. We are not limiting our attention to people of ’ 
any particular race ; we recognise that one race differs in 
many respects from another, but we confine our attention 
mainly to the points in which they do not differ. 'Different 
races, for instance, want different, kinds of food';, some races 
want meat and others do not ; we - are at present 'eoncem,eel 
not with these differences of detail but with the main fact 
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that people of all races want food. Different races again 
have different ways of enjoying or amiisi|% themselves ; 
we are concerned only with the fact that all races want 
enjoyment or amusement in some form of other. When 
we “Want to illustratehr' explain particular features of liiimaii 
hfe, w^e shall as a rale take our illustrations from those 
races which are familiar to our readers, that is, from the 
races inhabiting Northern India ; this does not mean that 
we are considering only those races, but that we are using 
them as illustrations of human life in general. 

In the second place, we assume that the human race 
is grouped in nations or states with organised governments. 
This is the case over much the most important part of the 
world, and we leave out of account those parts of it where 
there is no effective government, and where people can 
steal and cheat without fear of the police or of the law 
courts. Governments are of many different kinds, but we 
are not at present concerned with these differences ; their 
common feature is that the ordinary man is allowed to hold 
property, that is, to own wealth for himseK, and that he 
can claim the protection of the police and the courts against 
persons who try to deprive him of his property. 

In the third place, we assume that the people are living 
in a condition which we shall describe as Industrial Freedom r 
this means that ordinary persons are free to choose the 
way in which they shall produce wealth and to decide on 
" the manner in which they shall consume it. This freedom 
is not supposed to be unlimited, because aH governments 
restrict it to a greater or' less extent, but the restrictions 
are exceptional and freedom is the rule. Thus, in India, 
a man is free to make his living by cultivating the land, or 
.-by , working^ as a labourer, ' or by keeping a , shop, or in 
, : ' various other ways ;■ he is not bound to woik. for a,' definite. 
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wage, but is free to take the highest wage he can ger ; nor 
is he boimd t9 sell or to buy anything for a fixed price, but 
can buy or sel what he Ikes if he can agree on a price with 
the other party to the transaction. 

There are restrictions on this freedom hi Inma as else- 
where. No one, for instance, may distil spirits, or sel 
opium, or buy fire-arms, or do various other thmgs, without 
special permission from government: or agam, some 
professions, such as that of a pleader, can be practised 
only by those who have undergone a special trammg. 
Such restrictions as these have to be home in min w en 
we are considering any of the special trades, or occupations, 
or professions, that they affect ; but after countmg up ah 
the restrictions that exist, we can see that tney make httle 
Terence to the economic life of the country taken as a 
whole, and that it is safe to leave them out ox account 
when we are dealing with the main course of business, the 
productionandconsumption of food, and clothes, and houses, 

and tliG like. i, • ^ • 

One restriction of great importance to our siibject is 

found in the laws in force in most parts of India whien nmit 
the freedom of the landholder m ejecting his tenants and 
in enhancing their rent. This restriction mU be considered 

Apart from interference by government, Industrial 
Freedom may be limited in practice by the custo^s^and 
the views of various classes of the people ; such limitations ^ 

can sometimes be neglected, wlMe at other times specia^ ^ 

^ allowance must be made for them. In India we have to 
allow in this way for the existence of the system of Caste, 
which has an important influence on the daily busmess of 

a large part of the population. / _ ^ , 

In the fourth place, we assume tor the purposes of thi» 
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work tkat money does not alter in piirciiasing po'wer. We 
take the existence .of coins, such as the sov fi&igii and the 
rupee, as a fact, and we assume that w”© can measure the 
value of other things by the iiiimber of sovereigns or rupees 
which they cost, in exactly the same way as we ineasure 
weight in mamids and sers, or length in feet and inches. 
This is the way in which ordinary people do in fact regard 
money, and the need, for stating it as an assumption will 
not at first be obvious ; but later in their course students 
will find that the assumption is not entirely in accordance 
with the truth, and that in considering economic movements 
extending over a long |}eriod it is usually necessary ■ to 
make allowance for changes that have occurred during 
that period in the purchasing power of money. This 
necessitj^ makes the argument longer and more complicated 
than it would be if a rupee were a standard in the same way 
as a ser, and the assumption is made merely for the sake 
of simplicity ; students should remember then that the 
purchasing power of - money is assumed to be unchanged. ■ 
In the fifth place, we assume that there are clear, dis- 
tinctions ‘between things where in iact the distinctions 
are not clear. , This point can best be explained by an 
illustration. In a hookey or football match the players 
are divided into two sides- ; no one can be in doubt for a 
moment as to the side to .which a player belongs ; he is 
either on one side, or on . the other. In Wills case then a 
r clear distinction in- fact exists, "and we can divide the twenty- 
• . two - players,, into ..two separate- classes. : ;But if,' a school- 
master wants to classify .the^boys in Ms school as good and 
bad; the distinction is. not ':so clear ; some, of the boys- are, 
obviousty good and others-, are obviously bad, but he wiE 
be doubtful abouf.some, '.because they are, in .fact, on. the 
.border-line .beWeen"- the -two classes he is tr^^ing - to., make.; 
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He can arrange the names of the boys in order of merit, 
but the qne^^tion still arises where in the .list he. can draw 
S' line and say that all above it are good and all below it 
are bad. A good many of the distinctions that have to be 
dra^vn in Economios are of this latter kind ; there is no 
difficulty in putting most things into one class or another, 
but some of the things are on the border-line between two 
classes, and their classification is difficult. In this first 
sketch we shall as a rule neglect the' things that are on the 
border-line, though they may be of considerable interest 
in themselves. It is possible, for instance, to discuss at 
great length questions such as the exact limits of the term 
Wealth, or of the term Capital, and to point, to things that 
are on the border-line of any definition which we may 
adopt : such discussions are of value because they help 
us to be perfectly sure what our definitions mean, but they 
can most conveniently be taken afc a later stage, and when 
students are beginning the science it is wisest to concentrate 
their attention on the main facts, and not to spend much 
time in examining the exact limits of the distinctions that 
have to be drawi. 








CHAPTER V. 


THE FACTORS OF PRODUCTION. 

Ws have seen in Chapter III. that the expression Productioii 
of Wealth means . the arrangem of .portions .of matter 
so ..as to makeAhem more, useful, ..that is, more fit to satisfy 
some want. We have now to examine the conditions under 
which this 'process of re-arranging portions of matter is 
carried out. 

Let us take a. very simple ease of an individual whO' 
produces a smah amount of wealth in a very primitive 
way.' WVe will suppose that. a man earns .Ms living by 
gathering' grass on waste land, and that eve.ry day he carries' 
a load of , grass to the market and sells it for money, which 
he spend,s on his food. Such a man is |)roducirig w^ealth, 
because, he is changing the "position', of ' some matter, that 
is of the grass, so that it will meet the wants of people 
living in the town, who desire to have grass to feed their 
horses or cows, and who are therefore wdlling to give some 
.money in' exchange .for it : the -grass: on the waste land will 
not .satisfy this want : ■ because ■ there-' are no people there, 
and where there are no people there can be no wants ; 
it has to be gathered and brought to a place where people 
live, and then it becomes v/eaith because there are v^ants 
which it can satisfy. In other words, the man v/hom we 
are considering is producing a new Utilit}’^ by bringing the 
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grass from a place where it is useless to ii place it 

is useful.';,, If lie spends on Ms food the 'whoie of wliat lie 
receives for the grass, then he is cons'iiiniiig day daj" 
as mucli wealth as he produces, and while things re-inain 
as they are lie cannot become richer, that is to say, he 
cannot accumulate a.ny stock of wealth. 

Let us suppose, however, that he realises that it would 
be possible for him to bring more grass to market every 
day if he had a reap-hook to cut it with instead of gatlieriiig 
it by hand. He finds that a blacksmith will make him a 
hook for four annas, and he calculates that if he can save 
one pic© a day he will be able to pay for a hook after sixteen 
days. H© decides to do this, and for sixteen daj's he spends 
one pic© less daily on his food, and bu3;"s the hook at the 
end of this time.' He now finds that he can ■ out more 
grass than he can carry ; but that he can carry enough to 
bring him in twice as much money as before, that is to say, 
that after buying his food h© will have something left over^.; 
he is now producing more wealth than he needs to supply 
himself with food. 

In the present state of India, most grass-cutters would 
probably be satisfied at this point ; they, would spend some 
of their income on clothes, and would take occasional 
,holidays, or would buy tobacco or " other luxuries ; their 
income would be larger than before, but it would still be 
spent in satisfying their immediate wants, and they ■ would . 
not accumulate any 'Store of wealth. '.But.aiar-seeing man 
may realise .that he, has a chance of becoming richer ; ■ he"' 
may find, for, instance, : that' he could, cut enough grass.' in 
a day to load a pony,: .and that the price of this load would. ' 
be sufficient tO' leavea surpIuS'^ after .feeding both himself and ' 
the pony. If then he saves up the extra income which he 
is earning with the aid of Ms hook until he can pay the price 
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of a pony, he will then be the owner of the pony as well 
as the reap-hook, and ho will make an income substantially 
larger than is required to satisfy Ms daily wants. From 
this point it would be open to an enterprising man to 
advance steadily in accumulating wealth ; he could now 
take a contract for supplying grass to a stable or dairy ; 
by borrowing money on the strength of his contract he 
could buy more ponies and hire men to work for him ; and 
it is„ conceivable that in process of time he might become 
a wealthy contractor, engaged in many other productive 
enterprises. 

Now let us examine the conditions under which such a 
man Is able to produce enough wealth, first to keep himself 
alive, and then to establish a productive enterprise that 
gives him an income larger than is required to satisfy Ms 
immediate wants. In the first place, there is the waste 
land with grass growing on it. If there were no such land 
within walking distance of the market, he could not support 
himself in the way that has been described^ and when his ( - 
eiiterpiise extends, its growth .must be limited by the. ^ 
amotint of suitable land within Ms reacl^ 

Secondly, there is the work ' that ' he' does in gathering 
or cutting grass and bringing it to market. Nobody would 
do this kind of work for pleasure ; he does it because, 
though it is . unpleasant, it is not so unpleasant ' as' going •' . 

without food. At a later stage he may pay other people T' 
to do this wnrk for him, but the work has to be done by 
someone if the wealth is to b© produced, and people cannot 
be found: to do it unless they.. expect to receive, at least a .. . 
portion .of . the wealth that is produced. . 

Thirdly, there is a certain amount of existing wealth, 
wMch is used in producing more wealth ; the existing . , , ' 
wealth is in this case first the reap-hook and then the pony. 

c ■ 
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It. is trne we have supposed that oiir exaiiiple starts v/itiioiio 
any existing wnalth, hut a case of this lviiid»is exceedirigly 
rare even in the most backward parts of India ; evcrvovliere 
wn find that the grass-cutter has his hook, the potter has 
his wheel, the carpenter his tools an.d stock of wood ; and, 
speaking generally, every producer ©f wealth uses some 
existing avealth in his business of production. 

These three conditions which "we have enumerated are 
usually spoken of as the Factors of Prodiictioii, and each 
is designated by a short name, the meaning of wdiich must' 
be clearly understood. The first Factor is called Land,,; 
the second, Labour ; and the third, Capital. 

^The meanings attached to these names will be explained 
in the chapters that follow ; but it is well, for students 
at this stage to examine sqipe other productive enterprises, 
with which they are familikt, and see how these factors 
enter into each of them. In India, and in most other 
' countries, the largest share of the •wealth that is produced 
comes from the cultivation of the soil. It is obvious that 
the cultivator must have Land ; if he does not own it he 
may have to pay a considerable sum as rent in order to 
secure its possession. It is equally obvious that Labour 
is required : the cultivator spends most of his time in 
ploughing, manuring, hoeiug, irriga-ting, sowing and 
harvesting ; and if the members of his family do not help 
in this w’ork he has usually to pay other people to induce 
them to work for him. Again, he needs Capital, that is, 
a stock of existing wealth to employ in his production : he 
must have a plough and other implements ; he must have 
cattle to work the implements ; he must have seed to 
put in the ground ; and he must have a stock of food to 
feed himseil and his- family, or to pay wages, while the 
crops he has. sown are growmg and ripening. 



^ 'Or take an artisan wlio makes, say, brass vessels in Ms 
bouse 'in tlie b«ar. He does not, like the cultivator, need; 
some acres of land, but still he must have some space to 
work ill, with room for Ms furnace and his lathe ; that is ■; 
to say, he must have some land. He must work, and he,:;'' 

' may need to pa^?' labourers to work with Mm : the furnace 
ha^ to be managed, the moulds made, and the rough' , 
vessels to be turned on the lathe, . filed and polished. He 
must have capital, too — his lathe and other tools, and the 
brass which he melts in the furnace, as well as some money 
to buy food and to pay wages. 

A large factory requires exactly the same factors 
production, though as a rale in much larger quantities. A j 
cottoii-iniil or a jute-mill, for instance, must have land on 
wMch to erect buildings. It may employ hundreds or even 
thousands of labourers; and its capital may be worth, 
several lakhs of nipees, represented partly by the buildings, ’ 
engines and machines, partly by the stores of fuel and raw 
ma.terial, and partly by the goods in process of manm. 
factuie and the sums paid away in wages. 

V A railway may be taken as another illustration of a pro- 
ductive enterprise. It is true that people may occasionally 
he met who argue that a railway does not add to the amount 
of wealth, but only moves wealth from place to place ; but 
tMs argument cannot be applied to wealth in the sense 
in wMch we are using the word. WeaJtMaohsists of things 
that are, useful m satisfying wants, and it is impossible', to 
contend that the ordinary wants of people can be satisfied 
by things wMch are not within their reach. People liv,ing , , 
in Calcutta or Huoknow who want fuel, cannot be satisfied 
by wood while it is lying in the forests 'of the Himalayas, 
or by coal collected at the mines in Bengal r .the wood .■ 
or coal must be brought to the place at which the wants 
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are felt before those wants can be satisfied. A, railway 
iS' a productive „ enterprise ^ it ckanges the position 

of matter., so ^as to make it cajjable of satisfying . existing 
wants, .exactly in the same way as our original example 
who gathers grass where it is useless and brings it to a place 
where people want' it and wiE pay for it. Now a railway 
obviously requires the land on which it is built ; it requires 
the labour of large numbers of workers such as station- 
masters, clerks, engine-drivers, guards, coolies, and so on : 
and it requires a great deal of capital in the form of rails, 
engines, carriages, wagons and the like, as well as in other 
forms which need not be noticed at this stage. 

These examples will suffice to illustrate ' the statement 
that all forms of, production^ which_ are .of practical. impor- 
tancey’equire the three factors, Land, Labour,, and Capital ; 
but students wffii be well-advised _to make themselves 
thoroughly familiar with the idea by examining for them- 
selves the case of those producers whose work they can 
foEow, and seeing in each case whether aE the three factors 
are employed, and whether there is any other factor that 
does not come within the description given in this chapter. 
The rest of this book wiE be occupied in explaining, first, 
the features of these three factors, and then the organisation 
■ . by which they are made to work together in, the , process of 
production. 


CHAPTER VI. 


LAND. 

The term Land, as used by economists, means something 
more than the surface of the gronnd which we see. Besides 
the surface it includes : 

The minerals found below the surface, such, as cqai, 
hpn:ore,,:,:.gold,,.,, or, petroieum aa... well., as the undergro.uiid 
water, wMch Js by far the most important mineral in the 
agricultural , regions of India,; 

the water covering the surface, as in rivers and lakes ; 
the influence on the surface of sunshine, air and rain, 
which reach it from above. ■ ■ 

The distinguishing feature of the things classed as land 
is that men cannot increase their quantity." No matter 
how much a landholder may want coal, 'he, cannot produce 
from his land more, coal than exists' there by nature ; no 
matter how^ much a cultivator wmnts . sunshine or rain, he 
has to.be content wnth what reaches his land by the natural 
processes. Some economists prefer therefore to use the 
term Nature to denote what others describe as Land.”" But 
..the : latter .term .is more ..generally used, and it is probably 
the more convenient ;,:;rthe word Nature has many sha^des 
of meaning in ordinary use, W'hile Land gives qs a definite 
idea if we remember that it includes what is below the 
surface and w^hat reaches the surface from above.l; 
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Tlie qnantity of land is limited. Tlie surface of the 
Indian Empire covers one and a half millions of square 
mileS;, and this could not be increased by any means other 
than taking land from some adjoining coiiiitry. And all 
of this limited quantity of land is not equally useful for all 
purposes, so that a producer wants not merely a certain 
quantity of land, but a certain quantity of land in a particidar 
situation. Thus the artisan wants for Ms workshop a 
situation where he can get his raw material easily and also 
sell his produce ; in ordinary cases, that is, lie wants a 
piece of land situated in a town, and not in the open country 
or on the top of a mountain. For a factory the site must 
be convenient for bringing in raw material and fuel, and 
lor despatching' goods to purchasers: in modern * India 
tMs means that it must be near either a navigable river or a 
goods station ; it 'needs also a good water-supply, and it 
must be near a town in order to be able to find a suffieient 
number of labourers. A railway which is to connect two 
towns roust have a strip of land, extending from one town 
to the other : no other land will serve its purpose. For 
the production of minerals, the presence of the minerals 
below the ground is not enough : there must be means of 
carrying them to places where they will meet a ■ want ; and 
minerals may lie -untouched for centuries until railway 
is made through' the land where they exist. Cultivators 
are no less dependent on situation than other producers ; 
but there are special conditions -which affect their needs, 
and these can best be discussed separately from; the needs 
of artifeans and manufacturers. 

Leaving' then . agricultural ■ land out of account, |the 
suitability ^of land for productive purposes depends maioly 
on its position or situation, and on the means of communica- 
tion between it and other land.; Where the conditions piako 
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a particular area specially suitable for production, there is 
not, as a rale, ?ooiii for all the people who want a portion 
of it, and then it is let or sold, to those who will pay most 
for the privilege : and this is the chief explanation of the 
high cost of land in towns, ' where land has to be measured 
by the yard rather than by the acre. 

Production (other than agricultural) is as we have seen 
fargely concentrated in cities or towns, that is, in more or 
less defined areas where the houses and other buildings 
stand close together ; and a short glance at the history 
of a few Indian cities and towns will enable students to 
realise the importance of situation and of facilities for 
cominumcation. We will glance then at the history of 
Delhi and Kanauj, Gawnpore and Kalpi, Murshldabad and 
Calcutta : students will find it interesting to trace in the 
same way the story of the towms and cities wdth which they 
are familiar, using The Imperial Gazetteer of India to supply 
them with the facts. 

Delhi has been the site of a city since the beginning of 
history, aiid we do not know^ for certain the reasons that 
first led to the accuimilation- of people there. It is fairly 
safe, however, to. Infer that its suitability resulted from its 
position in regard to the Jumna, which gave an assured 
water-supply, and also a means .of communication b5r boat 
—and it must be remembered ..that, until railw^ays were 
built, the river-boats were of the^ greatest importance 
both for trade and for travellers. The lie of the country, 
too, is such that an armed force can control the crossing 
of the river ; and this was' alw^ays a most important matter 
so' long as the land' of India was' in the hands of numerous, 
'hidepend .kings. Thus, as the MdMhhojratd tells., 
Delhi was a capital city in the time of the Paudavas ; and 
all over the world it is true that the places chosen by kings 
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as their capitals have become ceBtres of proctaction^ 
because the presence of the king’s court aiicf armies supplies 
a market which makes the city a suitable place for artisans 
to settle. The city was agam a Hindu capital in the twelfth 
centuryj and when the Muhammadans conquered its Hindu 
rulers they too established their capital there ; and 
successive MusHm dynasties maintained, with short inter- 
ruptions, their capital in the same locality though they 
shifted the actual site on more than one occasion. Its 
importance as a capital city declmed in the eighteenth 
century and ceased in the nineteenth : but by that time 
the establishment of secure peace in the country and the 
opening of means of communication had made it a large 
centre of trade, inhabited by enterprising merchants. 
When railways were built, they naturally came to a city 
of such importance, and the facihties they gave increased 
the trade further, while some of the inhabitants had the 
enterprise to establish factories of the modern type, produc- 
ing cotton cloth, flour and other articles of commerce. 
Thus at the end of the nineteenth century, though there 
was no longer a court or a large army, the trade and 
mdiistries of the city were sufficient to support a large 
population, while its recent selection as the headquarters 
of the government of the whole of India will most 
probably result in a further development of its industry 
and commerce. 

Kanauj had probably as great natural ■ advantages as 
Delhi, at least in" early. days 'when the Ganges .flowed close 
to the city, and nine -.centuries ago the two cities were of 
perhaps equal .Importance ; but -its decline has, been,,,so 
great that some students may not even know where to look 
■for it on the map of India. Its decline dates from the 
Muhammadan conquest of the dynasty which had esta^p^* 
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blishecl its capital there : the Muhammadans retained it 
as an adniiiiisftpdive centre but did. not establish a court, 
while changes in the course of the Ganges deprived the 
city of its former advantages, and, later, the great trade 
route established^ by the East Indian Railway passed at 
a distance from it. So to-day it is a small tovui, distin- 
guished only by the extent of ruined buildings in its vicinity, 
and by some small handicrafts, especially scent-making, 
w'hich have survived from the days w'hen it was an im- 
portant centre of industry. 

Cawnpore has no ancient, history, and in the eighteen'' h 
century %vas a mere village. Its importance arose with 
the increase of boat-traffic on the Ganges, as it was tile 
highest point to which the larger boats could usually ascend, 
and early in the nineteenth century it was chosen as a 
cantonment. When trade was already established, the 
railways came, and the traders were quick to taxe advaiita^g© 
of them and extend their ojcerations ; and at the same time 
some factories were started, and their numbers have since 
increased, so that the city has become the chief commercial 
and industrial centre in. Upper India. 

Kalpi, tying on the south bank of the Jumna, has a much 
longer history than Cawnpore. ' It was ,, an important 
fortress' and administrative centre in Muslim times., and 
when through trade developed on the Jumna the town 
' became one of the largest ports in .India, because muoli of 
the cotton and grain produced in Central India was brought 
.to hhe, river at this point.' As railways ' were constriieted, 
the : river lost its importance, and Kalpi sank into insig.m- 
:ficance, thoiigli the .trade has, ..revived slightly: since:, the 
coiistriiction of the railway, from Cawnpore to Jharisi." , 

Miirshidabad, first rose. .into' importance '.m the .eighteenth, 
\ C5entury, when it became,.. the eeat 'of ', the ' governmeiit of 
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Bengal, being ciiosen probably because of tlie facilities 
for oonimuiiication by river. Trade devdoped rapidly, 
and tlie city was described in the middle of that century 
as being as ‘ extensive, populous and rich as the city of 
London.’ By the end of the century its importance was 
declining : the seat of government was transferred to 
Calcutta ; the industries w^hich had been supported by the 
court diminished greatly, and trade became of little 
importance, so that the population is now only about one- 
tenth of what it v/as a century ago. 

Calcutta too has a short history. Its foiiiidatioii dates 
from the days when the oversea trade with Europe was 
being established ; it was chosen as the centre of this trade 
because it lay at the highest point on the river to which 
sea-going ships could be brought ; it grew with the growth 
of this trade, and its importance as a trade-centre led 
to its being chosen as the seat of government. Large 
factories came later, and now in industry and commerce 
alike the city is rivalled only by Bombay in the whole of 
India. 

The history of these and other cities and towns of Northern 
India indicates that the first condition for their establish- 
ment is the possession of some advantages in the way of 
communications,' which in the past meant nearness to ,a 
navigable river. When population began to collect at 
such a place, its selection as the site of a court or centre 
of administration so enlarged the market for food, clothes 
and other desirable things as to attract many more inhabi- 
tants, while the departure of the court involved a corre- 
sponding decline. 'In modem times, railways tend to do, 
the. work -which was formerly done by rivers,, and the :..iiew 
cities that arre now,;, growing 'up wffl usually be • found' at 
suitable 'points, on' the '.railways rather' than, o'li; the. '.rive 
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banks. In tlie old days when industries were mainly 
carried on by Artisans working independently, their extent 
varied rapidly with the size of the market; artisans 
followed the court, partly because of the marxet which i 
offered, and partly because of the security wmch they 
enioyed in its neighbourhood ; and when the court left 
a city, many of the artisans left it too. Here too the 
conditions have changed : large factories i^nth expensive 
buildings and heavy machinery cannot be movea aoout , 
it is now more difficult to establish industries m a new 
centre, but, on the other hand, industries when once esta- 
blished are not likely to suffer from political changes^ such 
as the movement of a capital. They must as a rule he 
established in places where labourers can be had, that is, 
in or near an existing to«m ; but when they are at woik 
the population will stay near them so as to retam its 

employment, and wfflnot as in the past go elsewhere. The 

chices are, therefore, that the 

part of the population employed in mdustries of the modem 
type will be more stable than if it depended for its existence, 
as the older towns did, on the caprice of a king or govemoi. 

But it would be a mistake to think that facilities for 
eommnnication and other natural advantages alone 
ensure the establishment of a town in a particidar place. 
There are plenty of places on the Ganges and the >.umna 
where no town is known to have existed ; and there are, 
plenty of places on the railways w^hich show nd sipis of 
growth or' development. I Veis^-mueh has depended .^d 
still depends, on the appearance of mdi^duals mth the 
qualities which fit them for the , establishment of a new- 
trade or of , new. industries.). This subject-the appearance 
of the trader and the manufacturer-wfil occupy the 
student’s attention at a later period of his course . lu 
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must be mentioned here as one of the causes that lead to 
the growth of towns, becanise it is very la]‘gcf>'- ilic existence 
of trade and industry that makes people want land in a 
particular position, and thus leads to the keen competition 
for every small piece of land that is the chief characteristic 
of town-life as we kno\\^ it. 


CHAPTER VII. 


AGRICULTURAL LAND. A,.: 

'\We have seen in the last chapter that the trader, the 
artisan and the manufacturer alike cannot be satisfied 
by any land that may be available ; they want it in a situa- 
tion where they cail carry on their business to the best 
advantage.'; Thi:S is equally true of the agriculturist, but 
in his case the quality of the land is also of great importance, 
whereas the townsman is usually satisfied as regards quality 
if he can get good water and keep his land drained. ; Situa- 
tion then is much the most important point in towns, but 
in the countr}^ both situation and quality are important. 

One reason why the cultivator is concerned with the 
situation of Ms land is that he wants to be near a market 
where he can sell some of, Ms produce. A man who has^ 
land close to a large city will grow fruit and vegetables 
which he can sell for very much more than wheat or maize 
grown on the same land would bring ; out in the' country 
; there is no market for such products,, and he will not grow' 
them.;,. Hence there is very, keen competition for agrioui-. 
tural land . close to large cities, and people will pay for an ■ 
acre, of, it: perhaps, ten times as much rent as if the land lay 
at a 'distance. , ' But even in a village at .a distance "from , any ; 

: towui the situation is often ’a. most import#.iit question. ' 
iSome, fields can be irrigated 'irom . a canal or lake or . river, 
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and they are naturally more sought after than fields with 
no supply of water. Fields close to tliei: village-houses 
again are much easier to manure than fields at a distance, 
and ill addition they usually get enriched the deposit 
of filth ; they are therefore much more suitable for ciiltiva-' 
tion tha.n fields at a distance, and cons0C|ueiitly people will 
pa.y much iiighcsr rent for them. 

But to the cultivator situation, though important, is 
not everything. The land must be fit for cultivatiGii or 
he win not take it at all, and his eagerness for it increases 
with its natural fertility. Much of the surface of India 
is unfit for cultivation : in the hills and mountains large 
areas either consist^of rock or are so steep that crops cannot 
be grown on them ; and in the plains there is much land 
that 'Caimot be cultivated either because it consists of ^ 
excessively -stifi clay or because it is loose, shifting saiid> 
The landholder Imo-ws he can get no one to pay rent for 
land of this kind. For the rest of the land he hopes to 
find tenants ; but even in one locality the' amount of rent 
which .tenants will pay varies greatly according to what is 
called Fertility. A study of Agricultural Science is neces- . 
sary to understand fully the meaning of this' word ; .and. 
the student must be content to knovr that the amount of 
, grain that- ■■the cultivator can produce depends very, largely 
on the nature of the soil he has to work. '. Some soils are 
deficient in particular substances wMoh plants require 
for their growth, while others are adequately supplied ; 
some soils again- -readily supply - a plant vdth '■ aJi the 
: water it needs, ■ while others have , often - -an .insufficient 
supply ; and it is . such differences as these that in the 
^ one-piece of land mo're, or . less,-' fertity 

-' than' another. .■■■.■ ■ 

If we watch the cultivators of a village at their work, 
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we shall find that a sort of standard of work is recognised 
by tliein as ap;^^ropriate for the different crops grown on 
land of about the same fertility. By a ' standard ’ we do 
not mean that every cultivator gives just the same amount 
of work : some will give rather more, and some less ; but 
the general view of the cultivators will indicate clearly 
the amount of work that is considered profitable in, ordinary 
circumstances. Thus, we may find localities where about 
eight plougiiings a-re considered proper for wheat, while 
, two or three will be enough for barley, and perhaps twenty 
will be required for sugarcane. In such a locality a culti- 
vator will say confidently that for wheat eight plougliiRgs 
will give more produce than four, and will also pay him. 
better. If he is asked whether twelve plonghings will give 
more produce than eight, he will probably assent ; but he 
will not assent to the suggestion that twelve plougliiii.gs 
would pay Mm better. Now these traditional standards are' 
the result of experience gained during many generations, and 
they lead up to one of the most important laws of Agri- 
cultural Science, wMch is known as the Law of , Diminisliiiig 
Returns. This law belongs primarily to Agricultural 
Science, but it is not less important .in the' study of Econo- 
•inics, and students must take some pains to understand 
exactly w^hat it means', although v/ithout', a knowdedge of 
agriculture they cannot realise the mass of ' evidence on 
which it is based. , 

;-As w© have seen, cultivators have learned by the experi- 
ence of many generations -that it .does not ..pay to do more 
than ;a'' certain amount of, work' for any given crop .'grown 
on land of a particular quality : more work may result in 
larger produce, but the additional produce will not ■pa,j for 
the additional work. In the same way they have. learned 
by experience that there is a limit.' to- profitabi© ' irrigation, 
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to profitable manuring, to proiitable weeding, and so on ; 
more produce can be obtained by carr^diig^vliese operatioiis 
further, but there is in every case a point where the addi- 
tional produce no longer pays for the extra cost. This 
point may be made clear by an illustration. Suppose that 
cultivators of a j)articular piece of land .find they get 
fifteen mauiids of wheat from an acre when they have 
ploughed eight times and irrigated three times. A par- 
ticular cultivator now ploughs sixteen timeSs and finds 
that he gets sixteen maunds of wheat as the result. That 
is to say, eight additional ploughings have secured one 
additional maund of wheat ; does this him ? It does 
pay ‘him if he can get one ploughing done for less than five 
sers of w^heat, because then the additional eight ploughings 
have cost less than 5x8, or 40 sers ; but if a ploiigiiing 
costs more than five sers, he will have spent more than he 
has gained. So if a fourth irrigation ^fields an extra maund, 
it will pay him if the irrigation costs less than a maund, 
but not otherwise. It is calculations of this sort that lie 
at the base of the standard practices to be found over the 
country ; cultivators have learned that, taldng one season 
with another, it does not pay them to do more than a certain 
amount of work, because they have come to the point where 
the extra produce would not pay for the extra work. It 
is probably not the case that cultivators all over India 
carry their work up to this limit : in places where there is 
not much competition for land the}^ probably stop short 
of the limit and might increase their income by working 
harder ; but in the closely-populated plains of Northern 
India it is probable that on the whole cultivators do as 
much work as will pay them, though everywhere there are 
lazy and careless men who could get a larger income by 
worldng^harder. 
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Tills same fact, tlie existence of a limit to tke amount 
of work that o?fi be done profitably, appears clearly in 
another way. When a cultivator is in a |)ositioii to do more 
work, or - to spend more on irrigation and manuring, he does 
Ms best to get more land to cultivate, rather than increase 
his work and Ms expenditure on the land which he already 
has. If he could go on indefinitely securing a proportionate 
increase in the produce of his land by giving more work 
and spending more money, then he would be content with 
the land he has, and would not be ivilling to pay rent for 
additional fields ; but in fact, he begins to look for additional 
fields as soon as he finds that 'he has work or expenditure 
to spare, and he does so because he knows that he has 
reached the limit, and that his land will not pay for more 
than it is getting akeady. 

■' The 'Law of Biminislimg Return is thus stated by Mar- 
shall : “An increase in the capital and. labour applied in, 
the cultivation of land causes in, general than pro- 

portionate increase in the amount of produce raised, unless 
it' happens to comcide with an improvement ind-he 'arts 
of agriculture/’' t'-'.; As this is the first important Law tvhich 
we have to consider, students should turn back at this 
point to what was said in Chapter. I. regarding the nature' 
of a Law. ■ A Law is simply ■ a conclusion ckawn from 
experience, and we- have indicated above the kind . of 
experience on which this law is founded. If tlie increase 
ill produce were proportionate to -the increase in expandi- 
^ ture, . then .there' would be no limit to expenditure on any 
given piece of land ; a man might go on spending more and 
more, and "'each successive item, of expenditure would p.ay 
iiim as well as tLose that had gone -before. But the inc-rease 
Is less than proportionate to the expenditure, and thus the 
' Pfinciple^ of Econ(mics, TV, m. 
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cultivator sooner or later iinds that a limit exists and that 
further expenditure vvill not pay liini. 

In the law as abo%^e stated, there are qiialificatioiis. 
The first is contained in the words in geneml. These 
words, 01' an equivalent phrase, will be found in many of 
the laws o£ Economics, and indicate that exceptions must . 
be expected in particular cases ; this is in accordance 
with experience in every-day life where as we iaiow the 
unexpected sometimes happens. The exceptions to the 
Law are sometimes of great interest and may require study 
at a later stage, but for the present it is enough that students 
should realise that v/idie the Law is generally true, it is 
not necessarily true of every single cultivator or of every 
single field. 

The second qualification has the effect 'of lioiitiiig the 
application of the law to a period during which the art 
of agriculture does not change materially. This limitation " 
is necessary, because a considerable chemge in the art may 
alter the whole relation between expenditure and produce, 
and either make it advantageous to spend much more, or 
make it unadvisable to spend so much. But when the 
change has taken place, the Law still holds good : the 
amount of profitable expenditure has changed, but it is 
still true that there is a. limit beyond which further/expendi- 
ture is unprofitable d 

^ Some knowledge of the science and practice of agricultuie is 
required in order to appreciate this qualification. It is quite possible, 
for instance, that the introduction of improved tillage-implements 
in northern India might entirely alter the existing standards of 
cultivation : four pioughings with improved implements might 
give the same produce as eight pioughings done in the style that 
prevails at present, and- itf might then be found profitable tON till the. 
land more thoroughly, giving say six pioughings in ail. The amount 
of profitable expenditure .-would Then be changed, but there would. 
stiB be a limit ; it might be found profitable to plough six times, 
while eight pioughings would not pay for the extra work or cost. 
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Subject to these q_iia,lifioations, the Law is supported 
by the experieiT^e of cultivators in India, as well as by that 
of the Eiigiisli and French farmers from whose practice^ 
it was originally deduced. It is the most important 
conclusion of Scoiiomics regarding agricultural land ; we 
have not occasion to use it at once, but it lies at the founda - 
tion of the theory of Rent which will occupy us at a late'r 
stage. 



CHAPTER VIII. 


LABOUR. 


The second Factor of Production is usually spoken of as 
Labour. This term includes ail the work done by human ' 
beings, ‘ but excludes the work done by aninials . Sometimes 
the word is. used to denote the work itself, while some- 
times it is used to denote the labourers who do the work ; 
and it is best that students should always bear both meanings : 
of the word in mind, because we cannot as a matter of 
fact separate the worker from the work. 

The work done by human beings is of very different 
kinds ; it is done partly by using the muscles of the body 
and partly by using the intellect, but it cannot be distinctly 
classified on this basis beocmse a great many people use 
both intelieet and muscles, and the work which they do 
is the result of both. On one side we have the ordinary 
general labourer or coolie, who has very little need to use 
his intellect, and practically all of vdiose work is done 
by his muscles ;■ ■■■■ on the other hand, we have ■ merchants 

^ All the work done by human beings is not productive of wealth, 
and some writers on the subject have drawn an elaborate distinction 
between productive and unproductive labour. The distinction 
must of course turn on the exact meaning given to the word Wealth, 
and its discussion deals mainly with things that are on the border- 
line ; in accordance with what has been said in Chapter IV., we leave 
this distinction for study at a later stage. 
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and professional men such as pleaders, whose work is 
done by the iy.tellect and who practically never use their 
muscles in production. Between these extremes we have 
al the people who use muscles , and intellect in, var^n'ng 
proportions, the cultivators, the artisans, and the skilled 
labourers, as well as people like copjdsts whose work is 
iQ,aniiy done the hands. It is convenient to begin 
the study of Labour with the men who work vv’-holly or 
mainly with their imisoles, and we shall take as the simplest 
case the labourer who works for hire and uses his muscles 
to do the work that he is ordered to do. 

The hired labourer is a familiar object both in the town 
and in the country ; and the first question regarding him 
is, Why does he work ? It is because he wants wages 
to buy food and clothes for himself and Ms family ; that 
is,, Ms object in working is to obtain some wealth, by 
consuming which he will satisfy his wants. It is true that 
a'lnan gets a certain amount of pleasure from using Ms 
muscles ; this is one reason why we play games like hockey 
or cricket ; .and men may be found, though they are pro- 
bably rarer in India than in Europe, who will do for pleasure 
a certain amount of ordinary coolies’ work, such as digging 
in the garden, cutting down trees, or sawing wood. And 
even the ordinary coolie feels some pleasure ' in doing his 
work well and skilfully, just as we take pleasure in a well- 
timed Mt in cricket or a good shot at the goal in hockey 
or football . But the fact remains that the ord.iiiary labourer 
does not work for the pleasure of the exertion, even, though 
he may get some pleasure out of it ; he is not found working, 
for Ms own pleasure on days w’-hen he has been unable to 
get employment for wages. Work is on the whole un- 
pleasant to the ordinary man ; he will not «»go on working 
for nothing, and he has to be persuaded to work by offering 


54 AN INTRODUCTION TO ECONOMICS 

eiioiigli wages to iadiice him to work. The amount of 
wages that has to he offered is a matter ^viiicii we sliall 
have to examine at some leng^th when we are discussing 
Distribution : for the present all we can say is that men 
will not work for nothing, and that if we want men to 
work we must offer them some iiidiicemeiit. 

This fact is as true of the cultivator or artisan as of the 
hired labourer ; he will not work without some inducement 
to do so. In his case the mduceinent is not offered in the 
shape of a pajmient for a day’s work, but it is part of the 
■wealth which he produces. The cultivator realises that 
if he sits idle when he ought to be plougliing or irrigating, 
he will have less produce at the next harvest some months 
hence, and he works to-day in the hope of securing that 
distant rew^ard : he thus looks further into the future than- 
the ordinary coolie who expects his wages to be paid at 
the end of the day, or at latest at the end , of the month ; 
and it is probably true that the ordinary cultivator works 
harder than the ordinary coolie. The artisan again 
knows that if he sits idle he will have less to sell in the 
future ; and he works because he looks forward to the price 
to be paid for his wares when they are finished ; part of 
that price will be spent on food and other things to satisfy 
the wants of himself and his family. So that though the 
form of the inducement differs in different cases, ■ this , fact 
is true of all classes who use their muscles to produce wealth :: 
they would not : do the work merely for pleasure : ■ the 
work is in itself unpleasant, but they do it because it 
enables them to satisfy some of their wants. 

Now, if we suppose that the supply of the other Factors 
' ^ ^ of Rrodiiction remains/ unchanged, we may /infer for the 
moment that- the amount of wealth produced in a given 
-arba will vary with the number of labourers, that is, that 
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most wealtli will be produced where there are most labourers^ 
engaged in producing it. This inference must, ho'wever, , 
be modified in cases where there are great differences in 
the quality of the labour, because a small number of highh^ 
skilled men, all w^orking their hardest, may produce more 
wealth than a larger number of lazy and unskiKul men : 
and thus, in considering labour as a factor of production 
we have to examine both the question of- numbers, and the 
question of quality of the labourers. We will take the ^ 
numbers , first, that is, the population of the comitrjq since 
the largest part of the population lives by manual labour. 

The size of the population at any given time is the result 
of various influences : these may be considered as affecting 
(1) th e birth-rate , (2) t he death-rate , (3) emigrati oiir~|The 
"birth-rate means the number of children born annually 
among a fixed number of people ; it is obvious that if 
forty children are bom in a year among a thousand people 
in one country, and only twenty among a tlioiisand in 
another country, the population of the .first is likely to ' 
increase more rapidl3^ than that of the second. The 
causes that influence the birth-rate are by no means fully 
knowm, and their study is not a part of Economies but 
belongs more properly to the science of, public iiealtii ; it 
is enough for the student to know that the diifereiices 
be very large. 

Similar considerations apply, to the death-rate. If hi 
one country forty people, die in a y'ear out of a thousand,' 
and in another only twmnty die, it is obvious that the latter , 
will increase more rapidly in population than the ..former, 
or if (as. is quite possible) both are' decreasing, the : former ■ 
will decrease more rapidly than the latter. . 

The third influence, migration, takes hat^ account the'^ 
fact of some people leaving the country' and other people 
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coming to it. In India as a whole it is of little iiiiportance, 
but it affects some parts of the country^ aij^d in some othc3r 
countries where special conditions exist it may lead to 
very material changes in the iiimibers of the population. 
Thus, countries like Canada and Australia are at the present 
time gaining grerh-Iy in population by the large number of 
immigrants (that is, persons coming to live in the country), 
while recently some . European countries, and notably 
Ireland,, have had their population reduced by emigration 
(that is, by people leaving them to live in other countries), 

■ While the causes of high or low death-rates and birth- 
rates Me for the most part outside the scope of econpniio 
science, the causes ■ of migration usually Me within it, 
because when peoj)Ie change, their country in large numbers, 
their object usua^lly 'is to obtain an opporkiiiity of acquiring 
more wealth.. ■ Other ^causes it is true have influenced 
migration, in the pavSt and students of history will remember 
that it was a reMgious cause that first brought the Parsees 
to Bo,in.bay, just as it was a reMgious cause that brought 
the Huguenots tO' ■ England. .But .at the present' ..day 
■ large numbers of people, do not '■often change .their' country 
frOrU' .such causes, as these: people go to countries ■ Mke 
Canada because they can earn higher wages or get possession 
of land more cheaply than in some parts of Europe, Just 
as '■ some 'ooolies.. from the south of, .India', go to '.Ceylon and 
Burma because they can get higher wages there than at 
home. The facts of migration and its causes are of very 
great interest to the economist ; something is said about 
them in the next chapter, but they will requii’e further 
detailed study at a later stage. 

While recognising that the main causes Influencing 
population, that is, the causes of high or low birth-rates 
' md' death-rates, lie beyond the scope of the science, econo- 



mists iiave tried to state tlie experience of liistory as to 
the growth of population in the form of a Law, or Laws ; 
and one of these attempts, made by the economist Mai thus, 
has had so much influence on later writers that students 
should ma,ke tlieniselYes acquainted with it, though they 
can hardly appreciate its importance at this earty stage. 
Malthas concluded from his study of history that the 
increase of population in any country ' tends to be rapid 
■and continuous ; . and that, unless the population is kept 
down by some special cause, it tends to increase until 
there is a scarcit3t of food and of the other' necessaries of 
life ; and this conclusion is sometimes stated in the form, 
of a Lav/, to the effect that Population tends to increase 
up to'the Hihit' of subsis.tence. 

The lull discussion of this Law would involve an extended 
study of the history of the w^oiid, and. at the present stage 
students must be content with understanding . what it 
means. In arijf country, it suggests, the numbers of the' 
people wi'il ordincnily increase. The numbers may be kept 
down or reduced by sjjeciai causes : large numbers of men 
may be killed in war or die during a famine, or plague or 
cholera or some other disease may cause many deaths : 
but if no such special, causes occur to reduce the imiiibers, 
a time must com.e v/lieii the ^jopulation will be so large as 
to require all the food and other necessaries that the 
couiitr}^ can produce ;■ and when this point has been 
reached a f'urther increase in population will result in an 
inadequate supply of necessaries., . 

.It is not "very: e?sy to think out the application of a. Law 
like this for so large a country' as India, and its meaiilng 
will be m.ore casib/ gtaspecl if we take the case of an ordinary 
Indian village and see what is likel^r to happen there. Let 
us suppose that a village has sufficient population to culti- 
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vate the land heionging to it, and that tiie people belong 
to castes wMch do not engage in industries ot'lier than 
agriculture ; and let us suppose too that ail the produce 
of the land is consumed in the village. Mow what will 
happen if the population increases ? There are now more 
people to be fed, and the land must therefore be more 
highly cultivated in order to raise more food than it has 
hitherto jdelded. But as we have seen in the last chapter 
the land yields a Diminishing Return to high cultivation, 
and the conclusion seems inevitable that a point must 
be reached when it will not \neld siifiioient food for the 
increased population ; there will be more food on the 
whole, but there wdil not be so much food for each individual. 
As things are at present, epidemics of cholera or plague 
must be expected from time to time, and these will keep 
down the pox3uiation ; but such epidemics ' are entirely 
preventable, and everyone must hope that, with the pro- 
gress of sanitation, they will in time disappear from India : 
as they have disappeared from most of the countries of 
Europe, 

What happens now in an overcrowded viEage such as , 
we V have described ? Some of the mhabitants leave' it 
to take service elsewhere : men of the higher castes go as ' 
sepoys or peons, while the low'- castes go to work in factories, 
,or on railways, or .in the coal-mines. But if we suppose 
all the villages and towns of the country to be overcrowded, ■ 
then the inhabitants of . our viUaga . 'will not have'' this ' 
resource because, hhey will not be w^anted elsewhere, and\: 
they must stay in their village where there is'.not' enough y. 
food for them. Either.' then the . population wil. decline 
: as the' result -of deaths from msufficient food, or the inhabi- . . 
.tants '^iilrlimit the population in some way or ..'other, ...so ■ 
that it shall not exceed the number that can be fed. History 
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tells us that some communities have in fact found ways 
of liniitiiig the popoiation : . the old people have been 
killed or left to die when they could no longer work, '^diile 
the practice of killing off some , of the young children w ? a > s > 
not long ago commoii in various parts of India, and special 
laws for the prevention of infanticide are still in existence. 
But measures such as these are no longer permitted by 
civilised governments ; and the only perinissihle means 
of limiting the population is the exercise of self-restraint 
on the part of the adult men and women, .so that fewer 
cliiidreii shall be born. 

This was the state of things to which Malthus looked' 
foinvard,^ a time when the people should so limit the 
number of births that ' the population should not increase 
up tO' the, limits of subsistence ; that is to say, instead of 

^ At til© time wiien Malthus wrote, the world was very different 
from what it is now, and it was impossible for him to foresee that 
food and other necessaries would be transported in enormous quanti- 
ties by railways and steamships from one side of the world to the 
other. He wTote, therefore, on the assumption, which was true 
at the time, that each country mu.st produce most of the food wkieh 
it required for consumption. This is no longer true : a country 
can now get all the food it needs by purchase from other countries, 
provided that it produces enough wnalth in other forms to pay for 
the food which it buys. England, for instance, produces much less 
food than it consumes ; it pays for it mainly by the goods which it 
manufactures. But if England had no coal or other fuel to enable it 
to manufacture goods in sufficient quantities to pay for its .food, 
its population could no longer be maiiitained as at present; it 
would have to devote itself to raising more food from the land than 
is now raised, and if it could not raise enough food to support itself, 
the population would be reduced by ernigration. The question, is 
no longer on©' of raising sufficient food to support the- population 
of a particular country, T3ut of producing sufficient wealth to provide 
foy^ purchase the food that is required.. In eomitrj^ like most of India, 
wdiere agriculture is the chief means of production, the amount of 
, food produced is s till a matter of -great importance ; but even 
in -such . cases, it; is. conceivable that a community might, find .it .pro-. 
..fitabie - to- produce such things, as- cotton and ,: -oilseeds, and buy its 
.food with part of the money obtained for the sale* of these. 
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a large number of persons struggling for a lii'e of poverty 
and insufficient food, there should he smalbr iiuiiiber 
able to obtain sufficient quantities of food and other 
necessaries and to lead a life of comfort. There are many 
other coasideredions affecting this question, which will 
engage the attention of students at a later stage : for the 
present we may leave the subject with the remark that 
though particular parts of India are certainly overcrowded 
in this sense, India as a whole is not ; and that the problems 
before Indian statesmen of to-day refer not to limiting the 
numbers of the people but to facilitating their more even 
distribution over the country, and to increasing the pro- 
duction of w^ealth, partly by the improvement of agriculture 
and partly by the development of those industries, for 
which the country , offers a -wide scope, and which would 
afford employment and subsistence to what now seems its' 
surplus popuiatica. 


CHAPTER IX. 

MOBILITY OF LABOUR. 

As has been indicated in- the last chapter, labourers are 
not evenly distributed over India : there are overcrowded 
towns and villages, and there are villages and towns which 
could employ a larger mimber of productive labourers 
than they possess. In a geiierai v/ay the distribution of 
the population follow's thc^fertdity ot the soil y the 

population is dense over most of the fertile plains that lie 
along the Ganges, wliile it is very small relatively to the 
total area in the Himalayas, and also in the tracts 
of Central India. The usual w^ay of stating the density 
the population is to calculate the average number of persons 
to a square niile'V census .shows, that tKis Igiire' 

I may vary in the case of Indian districts' from less than 
thirty to close on one thousand persons.! The density, as 
we have said, te.iids to vary, with the fertility, but this 
'tendency is by no means always. realised,, and the diferences 
that exist do not rapidly become equalised. Nor does 
the surplus population of the over-crov/ded tracts migrate 
at once to places where the establishment of new industries 
offers' better chances' of employment.: such migration as 
takes place is usually slow’^ and partial. Thus the factories 
in cities like Calcutta or Bombay, or,. Cawnpore may want 
many more labourers' than they can' gut, ati> times when 
many labourers in Bihar and the United Provinces can 
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scarcely get enoiigli work to support tiioir feuiiiilies : in 
some places labourers cannot be got e-r-en at iiigli wages, 
wliilo ill others there are labourers to spare. It is obvious 
that in these circumstances the prodiictioii of wealth is 
less than it W'ould be if the , labourers were distributed in 
accordance with the needs of employers. 

In foiiner times some of the governmeiits in India, as 
well as private persons of mfluence, attempted to deal 
with this situation by forcing labourers to go where they 
were needed ; forced labour is still a memory among the 
country-people, and it might possibtyhe found in esistene© 
in some native states even at the present time. But under 
the British Government of India, the personal freedom of 
each- individual labourer is maintained as far as possible, 
and though landholders may still be found forcing unwilling 
labourers to work in their villages, it is now impossible tO' 
move by force any considerable number of men in order to 
make them work at a distance ; employers are left to 
effect such movements as they may^ require by the ofei" 
of higher wages and other inducements. 

• Some of the earlier European writers on Economics 
assumed the existence of what may be called ■complete 
Mobility of Labour ; thejr assumed, that is, that labourers 
would go to work wherever the inducements were greatest, 
almost as certainly as water will flow dowuiMli- until it^ 
reaches- the lowest possible level. Such perfect Mobility 
probably does not exist' in any country in the world, and a 
considerable portion of later works is often devoted to the 
study of the hindrances to mobility that in fact exist; 
These hindrances differ' in. force from country to- country, 
and from century to '. century ; but their general nature is . 
fairly uniform, and their study may be approached by a 
glance at the existing position in iiortlierii India. 
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111 the first place we must distinguisii between permanent 
and temporalis migration. A labourer may either change 
Ms home permanently and settle in the place where he has 
found employment, or he may go away to work for a time 
only, intenclirig to return to Ms home after a longer or 
shorter interval Permanent migration is cominon in 
many parts of the world, and most of the emigration that 
takes place to countries like Canada and Australia is of 
tMs type ; but it is very rare in India. A good example 
of permanent migration is found in the Bengali families 
that have come to Upper India and made their homes in 
Benares, Allahabad and some other cities, and there are 
numerous other examples, but the number of people who 
migTate permanently is small relatively to the total popula- 
tion. Temporary migration is much more common : men 
go out to service, or to work on railways or in mines or 
factories, usually leaving their families at home, and sending 
them money for their support, and such men usually return 
to their homes after a longer or shorter period. 

In India at the present time mobility is very largely 
a question of caste and locality. Men of some castes will 
go from, some localities to work almost an.yivhere in. India, 
and in their case the degree of temporary mobility is 
aIm.ost as great as is to. be found anywhere in the W'^orld. 
Thus cham,ars from Jaunpur . and Axamgarh are found 
working as grooms in almost every towm : brahmans and 
chhattris of Oudh go to the most distant parts of India to 
work as sepoys and peons ; ' and there are many other 
instances of the same kind. On the other hand, the bulk 
of the cultivating castes, and of the fi.eld-labourers are very 
slow to move, and if they are driven to leave their village 
go as short a distance as. possible. „ Artisans are much 
more mobile than cultivators: ; as -we have seen in a previous 
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chapter, many of these classes followed tlie royal courts 
in tlieir niovemeiits over tiie country, and 'umibers of them 
will still go from one tovm 'to aiiotker if think it will 
pay them to do so. 

Thus, Mobility of Labour exists to some extent hi northern 
India, and the question arises, r^hj is it that 'when some 
castes ill some localities are exceedingly liiobile, the men of 
most castes are exceedingly dihicult to move ? The full 
ans-wer to this must be sought for in the history of the 
country, and much of that history has not yet been wTitten, 
so that BO final conclusions can be dra-wn, but the infoniia- 
tion that is available seems to indicate that the ordinary ,, 
inhabitant of northern India is hj nature slow to 'move : 
that the cases of mobility are exceptional : and consequently 
that employers who wish to increase their supply of labour 
should study these .exceptional oases, and try to find out 
the causes that have led to them, and then try if they can 
set similar causes at work. 

In stiid3dng this question, it must be remembered that 
most of the population obtains its income by working on 
the land.. The cultivator difiers from the artisan' '"in one' 
very important point-: he. cannot carry Ms means of pro- 
duction with him. An ai'tisan with his bundle of tools and 
a little money, can move, tn even a distant town and start- 
work there with little trouble, but the, cultivator's success 
depends on Ms close and detailed Imowledge of the peculiari- 
ties of each particular field of Ms holding, and when he 
goes to another holding- he has to leave,-' behind Mm all this 
detailed, knowledge and set to work to acquire similar know- 
ledge regarding.'-Ms new fields ; while if he goes to any great 
distance he -has- to learn all about a strange -climate and, 
strange sofi^, '.and" „ho, grow ; differe'nt -crops, .from those to, 
;,wMch.,:he is' a'coustomed, ....It ,is. tme, therefore, of most 
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coiintries that the cultivator is slow to move, and it is parti- 
ciiiaiiy true of th^ Indian cultivator ; and since enltivators 
form the most iiiiin.eroiis class of the population, their habits 
of thought infliience the other classes living in the villages, 
and the ordiiiaiy villager does not thiok of leaving Ms home, 
and leaves it only when he is either, forced to do so, or is 
tempted by some special inducement to go somev/here else.-.!: 

The... pressure that forces people to leave their village may 
'lie either social. or economic. , ; A man may have to leave Ms 
village if he gets himself disliked by the landholder or by 
Ms brotherhood, and particularly if he has been g’uiity of 
soin© discreditable conduct. In such cases the pressure 
may be called social. It may work in different ways : 
perhaps the landholder may turn a man out of the village, 
or perhaps when he has" quarrelled wi.tii Ms brotherhood he 
may find Ms life so uncomfortable that he decides to go 
elsewhere ; a.nd in either' case he is likely to go to some 
town where he hopes to find friendsi Probably this social 
pressure is not of great importance from the economic point 
of view ; that is to say, it does not send very large numbers 
of people from their villages to work in other places ; 
but it accounts in part for the. number of bad characters 
who are to be found in large cities like Cawnpore. 

{ When we speak; of economic pressure, we mean simply 
that a man finds he can no longer make a living in Ms 
viMage. TMs cause .. too is by itself probably of little im- 
portance in causing labourers to 'go where they can be of 
more use ;;4'.he men who cannot make a living in their village 
are usually worse workers than the rest, and would not be 
of great use anyw'-here, while their ignorance of 'wheie to go 
and their fear of going to a strange place are' likely to ke^p 
them in their village, doing such casual work S-s they can 
find, and looking for help to -the ' charity' of their more 

E' ■ ' 
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prosperous neighbonrs, But econoiiiie pressure, wlim com'- 
brned with special' inducements to go elsewhere, is of great 
importance, and' this combination of iiiflueiices does in fact 
cause many workers to move to places where they can earn 
more money:;- Thus a young chattri of Oudh may find 
that there is not work for him on Ms father's land, and that 
Ms father's income is not large enough to support the family : 
this is economic pressure," and if it stood alone it might not 
cause Mm to go elsewhere. But probably he has relations 
and friends in service in Calcutta, or Hyderabad, or Lahore, 
or some other distant city, who are earning money and 
sending some of it home to- their relatives ; so he goes to 
some distant place where he, has friends, and through their 
help gets emplo3nnent, and presently he too is able to send 
home money to Ms family. Or a weaver may find that 
he cannot support him-self -in' his village, now, that cloth -can- 
be .bought so cheaply ; he . knows that some ■ of Ms brother- 
hood are worldng. ■ in the . -cotton factories at Bombay - or 
Ahmadabad, and he goes there and gets similar employment 
with their .assistance^ ■ 

-. The general position- then is ' that people are inclined to-' 
stay at home- among their - friends,- -and disinclined to go- 
amoiig strangers, while they -are usually ignorant where- to^ 
go : these conditions ■■ are not peculiar to India, and the* 

^ A -.striking -illustration may be found in the case of the Warora 
coal-mine near Nagpur. In 1872,„-,v/lien the mine .was about - to be 
made, a, man named Bhawani -Din *Di.ksliit, who was emp.loyed ou - 
tlie railway near the. works,- offered to bring' labourers from his home 
in,, Rai Bareli ..to -.dig. .-the. mine., , . He - persuaded -a gang of - men - to-, 
come, .and -when -they had.- dug- the .-mine.they found themselves -well- 
off, and stayed on.. -as. miners. to dig the coat ■ So long as the min© 
worked, .there .were -.always, labourers ■ from the same neighbourhood, ' 
men coming, to.. a.:,-piace -.where, they knew their .ffriends - were- doing 
„ well and . - vjlion - the work, of-, -mining had , become familiar, , they :. 
went..- to other coal-mines-- -also, -and co.nsiderabie numbei’S of them may -- 
n.ow b© found working in' the mines of Bengal. 
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obstacles to mobility of labour all the world over may be 
siinimarised as di|ii.icliiiation and ignorance, though their 
extent and importance varies greatly in different conntries;' 
Til© ainoiirit of temporary migration has increased largely 
in India during recent years, and it vdll probably contiiine 
to increase mitil the supply of labourers is much more closety 
adapted to the needs of employers than is the case at present. 
One reason for this change is the increase of knowledge : 
people in the villages are becoming familiar with the fact 
that more mniiey can be earned elsewhere, and they are 
gradually getting to know the places where it can be earned ; 
in other words, the obstacle of ignorance is weakening. A 
second and most important cause has been the extension 
of 'railways, which has made it possible for labourers to 
travel quickly and cheaply to distant places where they can 
get work. A weaver in Oudh, for instance, can get to 
Bombay in two days, and large numbers of weavers now 
make this Journey for the sake of a few- months’ work. 
When there was no railway, the journey might have taken 
months, and would have cost ver}?” much more than it does 
now. This is only one of the many ways in which railways 
have added so greatly to the- productive power of the 
country as a whole. 

■i; So far we have been, considering one sort of mobility 
only, that is of people going to work' in another place : but 
the, term, mobility covers also- -the, idea. of people, changing 
their occupation.'; Suppose a man who is employed in 
making brass vessels finds that brass -has become Very dear, 
or that people , will not pay fair prices, or., that for any other 
reason he cannot make a living by his occupation. , What 
is he to do ? One course is, as,- we have seen, to go to some 
other town and start* making brass . vessels there'^:, another 
is to stay where he is and ,take 'up -so'me 'other oeeupat ion* 
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Siicii a diange of occupation is possible, and it is some- 
times forced on people : but it is as ^ rule cEfficult in 
all countries j and in India it is rendered exceptionally 
difficult by tbe oiistoms of caste« Tlie br.ass-worker 'm,ay 
see 3 for instance, that the leather-workers in Ms town are 
earning exceptionally high wages, but he cannot become a 
leather- worker. This would be difficult anywhere, because 
he would not possess the necessary sldll.iii working leather, 
and (as we shall see later on) most occupations require a j 
period of teaching and training : but in India ho would not ' 
for a moment think of the change as even possible, because ' 
the rules of his caste would not allow of it. Thus, many 
of the occupations which require special skill are closed to 
all classes of the people except the single caste wdiich follows 
them, and in tMs- way the caste system, wffiich at present ■ 
is almost peculiar to India, makes it very difficult to increase 
the number of workers in the occupations where workers 
aie most wanted. If a skilled labourer is forced to give 
up, his own occupation, he can take up only one of the few 
kinds of occupation wMch are noh confined to a single 
caste, usually either cultivatibn or what is called general 
labour, that is coolies’ work. 

We have said above that even when the system of caste 
does not exist, it is not easy for the worker to change Ms , 
occupation. The course a man takes when he is free to / ■] 
• choose is to put his .sons into the occupation that seems 
to offer the best prospects. A mason, for instance, may 
either bring up his sons to be masons like himself, or he 
may get them trained for other occupations— one »a metal- j 

worker, another a shopkeeper, another a schoolmaster,, and ^ 
; so 0,11. In this way the choice nia.de by parents tends in 
^the long fun to, supply, -workers to the ocGiipatio.iis ivhere * 
ihey are most wanted, , because parents .^choose., for their ^ 
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son.s tliose occupations where the wages and other indiice- 
meiits are most a'i^t-ractive. The 0^daptatioii is hj no means 
perfect^ because wiiile the boys are being trained the 
conditions of production may change, and there may be 
much less need for their work when they have grown up 
than at the time the choice was made. Even in Europe, 
therefore, workers are not as a ,mie distribnteci just as they 
should be so as to secure the largest production of wealth ; 
at any given time some occupations want more workers, 
wLile ill others there are too many : in the first case some 
other factors of production are msumciently employed for 
want of labour, and in the second some workers are ia- 
siifSeieiithr employed and have to waste part of their 
time in idleness. The want of adaptation between workers 
and work is ■ probably greater in India than in European 
countries, because of the special hindrances of the caste- 
system ; not only are workers unable to change their 
occupation, but they cannot choose occupations for their 
sons, who are equal!}?- bound by their caste. We ' shall see 
later on that this want of adaptation is of great importance 
in Distribution ; at present we are concerned only with its 
influence on Production, where it is certainly harmful, 
causing an excess of workers in some occupations, while in 
others bh© wa'iit of workers is the chief limit to the quantity 
of wealth produced. The means of securing closer adapta- 
tion is therefore one of the large economic problems before 
the country : we cannot discuss it here, but students, will, 
have to pay serious attention to it later on. 

Before leaving the subject, it is well to say that the 
caste-system is by no means an unmixed evil, even from the 
point of view of Production. We shall see in the next chapter 
that it is of considerable value in securing the training of 
workers, and thus maintaining ■■■the quality of labour. 


CHAPTER X. 


QUALITY, OR EFFICIENCY, OF LABOUR. 

So far we have been considering the quantity of labonr, 
that is the number of workers available lor productive 
purposes : we have now to consider the other main factor^ 
the quality of labour. ■ Common experience shows that 
there are very great differences among workers, so that 
emxiloyers choose one mem instead of another, and sometimes 
one race or caste in preference to others who would be ready 
to do the same work : these differences may ^ be classed as 
arising from (1) health and strength, (2) skill, (3) moral 
qualities. 

We have seen that manual labour means primarily . the 
use of the muscles of the body : and it is obvious that men 
who are strong and healthy can do more work, and so aid 
ill the production of more wealth, than those who are weak 
and sickly. The quality of strength seems to depend 
partly on race and ■ partty on trainiog in childhood : it is 
' difficult to separate these' two conditions because the races 
that are strongest are usually those wffiere the children lead 
a healthy and active-life, and we cannot yet say wdth cer- 
tainty, .how ^nuch of The strength is due tO; inheritance and 
how much- to training. But the existence of the difference 
is well .kffownu ■ ^ Panjabi labourers, for , instance, ; can .do 
more work than men from Oudh, aiid.,,Oudh men 'can do.more 
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than Bengalis. But the maintenance of bodily streiigtli 
requires also a suliicieiit supply of nourishing food, and a 
haK-starved man can rarely do a full day’s work ; lienee- 
good and sufiicieiit food, is an important condition of 
Production^ 

But a man may be naturally strong and may fee suffi- 
ciently fed, and may yet waste much of his working time if 
he suffers from fever or some other disease that keeps men 
away from work for prolonged periods. We have seen that 
improved sanitary conditions w^ould be a material aid to 
Production, because they would lower the death-rate and 
thus leave a larger population at work at any given time : 
but they would be even more valuable in India if they 
could secure a large reduction in the ainoimt of sickness 
due to fever. We all know in a general way that a piece 
of work may be very much delayed because m.ariy of the 
labourers have fever, but it is only the employers of many 
labourers who can realise hoiv great a hindrance this loss of 
time is to Production. Thus, the improvement of sanitation 
is most important from our present point of view^, not only 
because it will keep more labourers ahve, but because it wdll 
keep many more labourers in good health and fit for work. 

The next ..difference which we have to consider is in, skill. 
Skill depends first of all on the muscular movements which 
: constitute manual iaboiir."^' Every student wiio has played 
games or done g3minastics knows that a movement of the 
muscles which at first he finds difficulty in perfoiining 

This point will require further consideration in eonneotioii wi.th 
Consumption and Distribution. In the. in.0an time the statement in 
thev text may be* illustrated from the experience of fa-miiie-reliel. 
Labourers wlio come 'to relief-works are rarely, able to do the 
full.' day’s 'vrork of;an ordinary man, -and the task set .to them .as 
the condition of their receiving the daily wage has to be carefully 
grad'uated so that it shall be reasonabl© with regard *to the physical 
condition of the workers,.. . 
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becomes gradually easy witb practice : at first .lie has to 
perform it slowly and painfully, and imist tlimk of notliiiig 
els© ; but gradually it becomes easier, aiid he can perfoim 
it more quickly and certainly, until at last he need scarcely 
think of it at all, but can go throiigli a complicated series 
of movements almost automatically, Aii experienced ba^ts- 
man, for instance, has not to stop and think how he is 
to move his legs, his arms, Ms wrists and Ms shoulders in 
order to play a particular kind of bail : he recognises the 
kind of ball almost as soon as the bowler delivers it, and 
he makes the appropriate movements without thinking 
further ; if he had to think them out, he would probably 
be bowled before he ha>d finished thirdmig. The mov©men.ts 
made by a labourer at work are exactly the same hi kind 
as those made by a youth at play : he needs practice in 
them until he can perform them quickly and accurately 
vdthout stopphig to think about them, and people watching 
a skilled workman are apt to thhik that his work is' quit© 
easy because he seems to do it so easily. The work of a 
potter, for instance, looks exceeding^ simple : he spins Ms 
wheel, throws a lump of clay on it, presses, the lump for a 
few seconds with Ms hands, touches it with a loiife, and then, 
as the wheel comes to rest, takes off the jar or cup. which 
he' has made and puts it with others to be baked. But if 
a spectator offered to take the potter’s place, he would soon 
find Mmself in' difficulties ; it takes skill even to spin the 
wheel at the proper pace, the lump of clay will fiy off if it 
is not thrown exactly in the centre of the wheel, , and an 
unskilful touch will either' knock the clay to pieces or pro- 
duce, a shape quite unlike- what is intended. (The same 
thing is true of al! manual labour ': the muscles concerned 
must be I practised until the -required movements become 
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Tlie chief value of the caste-system from the point of 
view of ProdiietioD. is that it gives this practice -wliile the 
future workers aih still boys. The potter's soa has watched 
Ms father at work from the time he could waEs ; lie looks 
for'ward to doing the same work all his life, and yoheia he 
begins to try it Ms father jb beside him, shovnng Mm exactly 
how to make the necessary movements. The same object, 
training and practice in the required .movemenfe, is, in. 
some other countries, secured in part by what is kriown as 
the apprenticesMp system, under wMch a boy is placed 
under the orders of a worlonan to learn his occupation ; 
but the ordinary workman camiot be relied on to take as ^ 
much trouble over training an apprentice as the father 
takes with his chilcMen ; and probably this kind of skill is 
at leas't as common in India as anyw'here else in the ivorld, 
Just because of the careful tra^ining which the w'orkmeii have 
received from their fathers ivMle they were children. 

This control over certain movements of the muscles, 
acquired by long practice, is the foundation of all manual 
skill The higher kinds of skill consist partly in control 
over a larger niimber of movements, and partly in the 
exercise of judgment (also acquired by practice and ©x- 
pericmce), wliio.h enables a man to decide at once what 
particular movements are most suitable to the ina'terial 
on wMch he is working and. to the object of Ms work. 
Tims, the ordinary potter is practised only hi the movements 
required to make a few common objects such as cups and 
jars, and if he is given a pattern of some unfamiliar shape he 
will make many mistakes at first, and it will he some time 
before he can copy the pattern correctly. A more highly 
sldlled potter knows how to make many more objects, 
and with his ivider experience ho can copy a new pattern, 
more c[iiickly , and with fewer mistakes. An ordinary potter 
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again knows only tlie movements required for tlie clay witli 
wMch tie has always worked ; and if he goes away to a 
place where the clay Is rather different it' will be some time 
before he can work with it. The more highly skilled potter 
will have a much greater experience of different sorts of 
clay, and as -soon as he recognises any particular clay he 
will know what to do with it. So again, he will know 
much more about colouring matters and how to use them, 
and can produce cups or jars of the colour he wants, red, 
or blue, or green, while the common potter can only produce 
the ordinary red to which he is accustomed. 

Up to a certain point, the caste-system secures this 
higher skill., because the father teaches his sons all that 
he himself knows, and so knowledge once acquired is passed 
on to the next generation. The defect of the system is 
that it gives little scope lor acquiring increased skili : the 
'father cannot teach more than he knows, and the son learns 
only from his father. Now at the present time there is 
in India need for higher skill in almost all the work that 
is done in the coun.try. This need is caused by the progress 
of the people generally in wealth and in knowledge':' people 
want a larger variety of things, and they want things which 
their fathers did not know of ; and at the' same time new 
materials are available, and also new tools. The artisan 
should be able -to us© these new materials and new tools 
so as to produce the new things that are wanted : but he 
' learns only from his father, and his father knows nothing 
about these- things. So the artisan often goes on maldng 
■ what Ms father made,- while the people buy tMngs made 
in other countries, and have less money to spend o-ii: what 
"is produced :in their own towm ; it is thus the artisans as 
v a -class who suffer -for . their -own ignorance. The "remedy 
for tMs evil has toUe sought in some scheme of industrial 
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training, wMcIi shall enable the young" artisan to work 
with new materials, new tools, and new designs as well as 
Ms father "works mth the old, and the industrial schools 
wMoli are nov/ heiiig opened in some cities are attempting 
to work out schemes of the kind, so that the next generation 
of artisans shall be at least as able to meet the new needs 
as the last generation was to meet the old requireiB.ents. 

The foregoing illustrations of the meaning of skill have 
been drawui from the work of artisans, but precise^ the 
same considerations apply in the case of agriculture. 
Skill, that is to say practice and a certain amount of know- 
ledge, is required by the man who drives a plough or a cart, 
or who sows, or reaps, or irrigates, or weeds ; and this skill 
is acquired in a very high degree by the cultivator's children 
as they help their father and learn from him. But the 
art of agriculture has to move with the times, Just as 
handicrafts must move : iiev/ crops have to be growm, and 
old crops given up ; new methods, new tools, and new 
iniplemeiits are required in order to secure the greatest 
possible production from the land ; and the cultivator 
camiot teach his sons about these things, which he does 
not "know himself. And so arises the need for some kind 
of educa,tioii vdiicii shall teach the oultivators’ cliildreii the 
new knowledge they require without interfering 'witii the 
training they receive from their fathers. Thus, in both 
the main' branches of production, the question of increasing ^ 
skill is at the present day a' question of folding .some means 
of enabling the .young .to employ the new .methods, without 
sacrificing the practical training provided by the existing 
institutions of the country. 

By the term Moral Qualities is meant such qualities as 
honesty, regularity, diligence, and the like, nvhich are of 
much importance from the point of view of Production. 
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z\- labourer ma^j work hard ' and steadih; without being 
constantly watched, and he mil obviously do much more 
work ill a given tiiae than another who 'iJ-orks slowly and 
laz.ily, and lays down his tools -directly his employer's back 
is turned. Some workers again can be trusted with valu- 
able materials, such as gold or silver, while others must be 
■watched closely all the time, or they will steal some of 
the materials for their own use. The science of Economics 
ca^rmot indicate all the conditions under "which such qualities 
as diligence and honesty may be expected : some of the 
most important conditions must be looked for in the past 
history of the people, in the traniing which they give to 
their children, and in the vieivs of religion and morals 
that are current among them : • but there is one economic 
tendency of great importance that must be considered 
in this connection. It is concerned with the efi'eot of the 
reward offered on the quality of the work done. 

We Imow that we can usually get a man to do better 
w^oik if we offer him, in addition to his ordinary wage, a 
small extra payment depending on the quality of work 
he does ; and. the extra value . of the work may be worth 
considerably more to us than the amount of the extra 
payment. This is the simplest case of the tendency we 
are considering ; men will do better work for a higher 
payment, and an employer can, within certain limits, 
increase materially the production of w^eedth by raising 
the wages which he pays. But the limits to tMs inorease 
are of great practical importance ; as we know, the muscles 
get tired when used for long, and the whole body gets tired 
too ; and wheii: a man goes on working , with tirM muscles 
and a tired body, the moveinente which he has to perform 
are not made with the proper speed and precision, and the' 
work is badly done, Just as a good bowler cannot bowl 
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well wiieii iie is tired. The reward offered should, therefore, 
be sufficient to make men do their best work withoiit 
oTer-workiiig theniselv'es : and it is one of the employer's 
most difficult functions to adjust the reward accurately 
so as to meet this condition. 

The tendency which we are considering thns applies to 
hired iabourers only wdthin certain limits : its influence 
is much greater in the case of artisans or cultivators 
who are their own masters, and receive all the additional 
wealth which they produce by working better. It is 
found as a matter of experience that these classes, taken 
as a whole, maintahi a Mgher standard of work than hired 
labourers ; but to ensure this result it is essential that they 
should have confidence in being able to keeja wliat they 
have earned. The artisan vdll not work his best if he knows 
that his eannings are .liable to be carried off bjr robbers, or 
hj the officials of an arbitrary governinerit ; and the 
cultivator will not work Ms best if he knows that all Ms 
extra profits are to be taken from him by a iandholder, 
whether as rent or othenrise. We thus come to the large 
subjects of the advantages of efficient government, and of 
equitable Tenancy laws, questions v/hich students mil, 
have to consider later in their course : for the prese.nt all 
that can be .said is that these institutions have a most 
important influence on the quaMty of the vfork done by 
most of the producers of the country. 

Economists usually speak of the quality of labour as 
efficiency. By tHs word they, mean, that the wealth pro- 
duQ,ed by a certain, amount of labour, is large relatively, to 
the cost of til© labour expended,, and it is the -object of every 
employer to secure the maximum efficiency of the labour 
for , w,Mcli he pays' : ' he has to offer such wages and other 
inducements as will ensure that the labourers work their 
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bestj that they do not wa»ste their materials, and that thej? 
do not spoil the tools and other appliances wMcli he supplies. 
He has to think too of the conditions under which the work 
is done, hecanse men cannot do their best work in badly -lit 
or badly-ventilated rooms : he has to think of the sanitary 
conditions of his workshops, in order to secure the health 
of his workers : ' and in many cases it is his interest to spend 
money,, in traimn.g children so that their may become 
efficient workers later on. The management of labour is 
thus one of the most important functions of the employer. 

Ail text-books on Economics deal at length vdth a subject 
termed Division of Labour. Logically it should be con- 
sidered at this point of the study, but some knowledge of 
the meaning of Capital is required for a proper under- 
standing of the subject, and we shall postpone its discussion 
for the present, and pass on to the higher branches of Labour 
which we may call intellectual work. 



CHAPTER XI. 


INTELLECTUAL WORK. 

In Chapter VIII. we pointed out that the work done by 
human beings is clone partly by using the muscles and 

partly by , using, „the intellect:" We"iiave '-described, .some of 

the 'most important conditions a:Sec'tmg the amount and 
the quality of manual labour, and we have now^ to see 
how far those conditions exist also in oomieotioii with 
intellectual work. 

The"".ciasses of the? people with whom we are .now mainly 
concerned are goverrnoent servants, members of the 
learned professions, merchants, a,nd employers of labour. 
The feature coiniiion to the work done 'by' all these classes 
is that it . is done mainly by the intellect,,, and .that there 
is little need in it for using the muscles. In India at the 
present time popular opinion would not class all these 
workers together ; the government servant, for mstaiice, 
is still . regarded as something altogether superior to the 
merchant ; but from the economic point, of view both fall 
into the same group, because they do work of the same 
.kind. 

We have: seen' that since most of the population of. the 
co.'Uiitr}?’ supports itself by manual labour, the number of 
labourers depends mainly . on -the. number of the populatioii. 
This consideration . obviously eamiot apply- to,,, intellectua.! 
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workers, who foim only a sinal proportion of tire wlaoIe» 
The number of these workefs" depends mainly on the state 
of developmeiit which a nation has reached : a backward 
nation with little trade has room for a comparatively 
small number, and the proportion rises with the increase 
of oominerce, industry, and learning." Apart from tliis 
fact we shall find that, speaking generally, the same 
kind of considerations apply to intellectual work and to 
manual labour. 

^ As regards mobility, intellectual workers are, In the 
present condition-Gt Tlidia, more free to move than manual 
workers. A pleader or merchant can move Ms business 
from one town to another at least as easily as an artisan ; 
and he is rather more likely to do so, because his wider 
knowled-ge will shov/ Mm where the best opportunities for 
working are to be found. But even a pleader or merchant 
is by no means- entirely free. Like other men he would 
prefer to stay where Ms family lives : and if he goes to a 
distance he sacrifices what we have spoken of as his practice 
or Ms good-null, and has to make a fresh start among 
strangers. The employer of labour is, in addition, often 
hampered by the fact that he owns biiikliiigs or machinery, 
wMch it would be diiScult or impossible to niove."'“TfcbiIity 
from place to place is therefore by no means perfect among 
the classes wMch we are considering, while change of 
occupation (the other kind of mobility) is rendered very 
difficult by the amount' of , special training requiied by most 

of th©^ professions. A - pleader, for' instance, may become 

a government- servant or a merchant, but unless he takes 
a long course, of study, he cannot set up as a doctor or an 
engineer. ■, In these occupations special tdiiiiing is so 
important that the numbers of people engaged' in them are 
determined very largely by the choice made by youths - or 
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by tlieir parents. A yontli decides (or Ms parents decide 
for Mill) that lie wffl be a pleader or a doctor, for instance ; 
and if lie succeeds in qualifying for the profession wliicli 
lie has cboseii, be tken cbooses the town where he will 
start practice. This latter choice is determined partly by 
the room that exists for more pleaders or doctors in the 
various towns of wMch he has Miowiedge, and partly by 
Ms xelationsliip or connection with persons of influence 
who can help Mm at the start. 

The limits imposed by caste are less rigorous in tMs 
case than with manual labour. A pleader’s sons need not 
necessarily be pleaders, but may be doctors, .or merchants, 
or teachers, or government servants, and owing largely 
to this fact, the needs of different localities for the different 
sorts of intellectual work are met with a reasonable degree 

of certainty but at the same time, habit and family 

tradition , count for a great deal, and at the present day 
there is no doubt that the production of w/ealth in India 
is seTiousIy Miidered by the fact that so many of the best 
intellects of the country are devoted to a few of the pro- 
fessions,, .ami that so few of them engage in production as 
employers of labour. And the fact must not he overlooked 
that in practice intellectual work is still confined almost 
entirely to a few of the Mgher castes : the professions are 
ill theory open to all, but the childreh of the loiver castes 
rarely ■ obtain enough education to enable them to think 
of a professional career, while esdstmg social prejudices 
would make it very hard for them to attain success. 

Turning to the quality of intellectual workers, we find 
that efficiency depends on the same three groups of causes 
as ill the case of manual labour. Where we look mostly 

for muscle.; iii^ the labourer, we look for inteiiebt in the 

brain -w orker ; and in neither case do we yet know with 
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.certamty how to increase tlie supply in a nation or other 
comnninity. In tMs ca^e skill comes from training tiie 
intellect instead of training the muscles, an.d tMs training 
of the-"intelleet is the main object of what we call general 
education. A youth’s inteleet is fii’st exercised or practised 
by the ' study of languages, mathematics, the sciences, 
history, and so on, until its functions have developed, 

■ and he then, as a rule, has to pursue a further period of 
study ill the art of the particular profession which he has 
chosen — other words, he must go to a traiiiiiig college 
for pleaders, or doctors, or teachers, or must pass through 
a period of training in a merchant’s office or a factory. 
Training for intellectual work is consequently, as a rule, 

a longer and more exj)ensive process than training for 

manual labour, but in essence the' two' are" alike. 

The , moral qualities, too, that affect efficiency are funda- 
mentally ' the same in both eases; diligence,- 'Vigour, and 
honesty are just as necessary to the magistra.te, or the 
pleader, or the merchant, as to the labourer or artisan ; 
and the nature of the reward expected has again a strong 
influence on the conduct and effloieiicy of the worker. 
There are, however, marked differences of degree in the 
importance attached to ivork' for itself, and the attitude of 
the workers in this respect may substantiaEy affect produc- 
tio.n. ' 

It is true of nearly every person in the world that he- 
experiences some satisfaction in doing good work. TMs 
is one of the facts of human nature, 'and the science of 
Economics- not concerned with its cause, but' only with 
its effect. The artisan . or labourer feels tMs ' satisfaction 
when he has- done a good piece of work: even' a sweeper 
takes pride in doing Ms work well. The lowest classes' of 
labourers , .do not. perhaps -think -about .this :■ satisfaction, 
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blit tiiey feel it, and tiiey are dissatisfied work wliieli 
falls below tiieii; staiida,rd ; and wiieii we consider tiie 
iiigber grades of intelleotiial work we find that tlie desire 
to niaintain a Mgii standard exercises a very strong infliieiice 
over the workers, and tliat its existence kas a material 
effect on the quality of the work done. This desire for 
excelience is probabljr strongest among the classes engaged 
ill -what ' are . knov/ii as^ artistic piirsiiits, such as vniters 
or . painters or sculptors , and vith them it may even be 
the chief motive for ivork, w'hile the money they will earn, 
or even the fame they will secure, enters little into their 
thoughts. Doctors again will often he found to treat a 
pauper who can pay no fees with the same care and dili- 
'geiiee “ that they would give to the case of a rich man : 
the best teachers are very little mfiuexuced by the amount 
which tiiej^ earn by teacliiiig; and men engaged in scien- 
tific research constantly sacrifice their financial interests 
to the" passion for their work. In such cases as these the 
satisfaction that results from the attainment,..of .excellene© 
is clearly seen, but it is -just the same kind of ' satisfaction 
that the ploughman feels when 'he drives a straight and 

even furrow, ■ or that the potter feels when he shapes a 

jar evenly and correctly out of well-prepared clay. 

The economist is interested in this fact,- that people 
feel satisfaction in doing 'good work, because the mamten- 
ance of this feeling has an important influence on Produc- 
tion. Things that are well made .-wifl satisfy wants better'' 
than things that -.are badly made, . and - are therefore of 
more value, as wealth and so the production of wealth 
is gimter when the articles produced are such as to give 
satisfaction, to their producer than when they are badly 
made and hurriedly finished so as to be', sold as soon as 
possible. The conditions under which work is carried on 
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may thus have a material influence on the quantity of 
wealth produced by that work. Take the case of a silver- 
smith who is accustomed to give his veiq^ best work to 
every ■ article that he shapes, who takes pride in the ex- 
cellence of his Y/ork, and who will not offer for sale any- 
thing that falls below his standard of excellence. Then 
consider the same man when, for any reason, he got into 
debt, and finds himself bound ho work for a merchant 
who has no appreciation of artistic excellence, but wants 
only showy things which he can sell to purchasers who 
do not know good work from bad. The workman must 
obey his master, but he will no longer get satisfaction 
from Ms work ; he is not doing the best work of which 
he is capable, and some portion of his productive power 
is being wasted. More than tMs, as time goes on he 
gets accustomed to the new conditions, till he can no 
longer turn out really,. .good -work, mior would he care to 
do so if he had the chance. In such cases the waste of 
productive power may be very great, whether it be that 
of a silversmith w^orkiiig for such a master as we have 
described, or of a teacher’ serving under authorities who 
place no value on good teaching, or of an imaginative 
writer compelled to- do the daily work of a low-grade 
newspaper ; and the point is of particular interest to 
Indian students, ■'because the decline of the old artistic 
industries of the country is due in large part to the employ- 
ment of- the best workmen on inferior work. 

■ x 

We have seen in this chapter that, though there is a 
distinction between manual labour and intellectual work, 
the saine sort of considerations apply, to both classes 
regarded as factors of Production ; and ' it is of ' great im- 
portance to realise that , the two classes are to a' great 
extent interchangeable,, and that the tendeney o.f the 
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worici is towards an increase in tlie amount of intellectual 
work and a reduction in tlie amount of manual labour. 
TMs tendency b^s' hitherto had such little effect in India 
that Indian students are apt to be puzzled by the attitude 
towards Production adopted by some European witers, 
in whose books mamual labour receives comparatively 
little ' attention ; the change depends largely on two 
processes — the introduction of mechanical power, and the 
introduction of machines, " 

By' mechanical power is meant the, emploj/Tiient of 
engines driven by steam or oil, or by some other source 
of power, in place of using the muscles of men. The 
first step in this process was to make animals work : a 
pair of bullocks yoked to a plough or a cart can do as much 
work as a large number of men using only their muscles ; 
and the employment of cattle and horses thus economises 
in the aggi’egate an enormous q_iiantit3/ of manual labour. 
Ill the same a locomotive engine can do as niiicii work 
as a gi'eat many pairs of bullocks : a goods train drawn 
by one engine may carry 12,000 maunds of produce or more, 
a load which would requke several hundred bullocks to 
move, and ,it cam move this quantity much more quickly 
than the bullocks could move it. One engine therefore 
does work that would rec|uire the muscles of, an enormous 
iiiimber of men, and it is safe to say that .'the work now 
done by engines' on the railways of -.India could not pos- 
sibly be done by manual labour, even if the whole popula- 
tion . of the cpuntry were"' employed in carrying goods. 

Apart from the railways, in many parts of India there are 
as yet few^ examples of the use, of mechanical power ; but 
the number is rapidly increasing, and many students must be 
familiar with Jute mills or cotton mills, with motion gins 
and presses, with flour mills, with pumps for water-works, 
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and -witii various factories where most of the hard work 
is done by engines driven by steam or oil. 

The second process is the introductiOii , of iiiacliiiies. 
We have seen that manual labour is done b}' movements 
of the muscles,, and that its chief effect is to ^alter the 
position of things. How it has been found by experience 
that machines can be constructed which will perform most 
movements similar to those effected by the muscles : 
macliines will make most movements at least as acciira^tely 
as men, and certainly much more q_uicMy if they are 
driven mechanioal power ; and such macliines now do 
most of the work of the world, though ni India they are 
still comparatively rare. 

Take as an example the simple case of the operation 
known as ginning cotton, which separates the fibre from 
the seeds on which it has gromi. This was formerly done 
entirely by hand : women or children pressed the seed- 
cotton between two rollers with one hand, while with the 
other the}' turned a wheel which kept the rollers moving, 
and the rollers tore the fibre away from the seed. Gimiing 
by hand may still be seen in some places, but in nearly all, 
the tracts where cotton is an important crop, the work 
is done hj machinery, and the cultivator sells his seed-, 
cotton to the owner of a factory, A machine-gin is Just 
like a hand-gin, except that the rollers are much larger : 

' the difference is that- the power that moves them is obtained 
from a steam-engine instead of from the muscles of hiiinan 
beings. In the same way most of the cotton is now spun 
into yarn by machines worked by power, and much of the 
yarn " is, woven into cloth by power, though haiid-iooins 
are still to be found working' in most tovms. 

and use 
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England, advanced so far that (except in agriciiltii.re) 
comparatively little work is done by hand. Most of thc^ 
wealth produced in England is made in large factories 
similar to those that can be seen in Calcutta, or Bombay, 
or Ga\?iipore, and consequently English writers regard this 
as the ordiiiarj^ condition of things. The same processes' 
are at w^ork in India, and, so far as can be foreseen, they 
are likely to extend un-til hand-labour, such as now pre- 
vails, ceases to be important in the towns, and diiniaishes 
in importance even in the villages. In regard to labour 
then India ma}^ be regarded as approaching gradually to 
the conditions 'wMcli prevail in Europe,- though still very 
fa:r from' those conditions. It would take ns too far to 
indicate in detail the effects which this great change may 
be expected to produce, both in regard to the prodnctioii 
of wealth and in regard to the welfare of the labouring 
classes. Speaking in general terms, it is almost sure to 
result in a great increase in the production of wealth, 
and a.iso in. an increase in the welfare of the producers ; 
but during the period of transition labourers trained on 
the old iiiies may suffer great... hardships pwing..., to the loss 
of their means oi .eniplojnnent,' and one of .the chief sources 
of interest in studying the industrial Mstorj^ of Europe 
must be to ascertain how these hardships were felt in other 
countries, and how they can be avoided or mitigated in 
India. x4.t the same time, students should realise that this 
change is not inevitable though its occurence is probable : 
we shall return to this point in a subsequent chapter* 
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CAPITAL. 

It is now time to consider the third factor of Production^ 
which is commonly spoken of as Capital.^ We have 
already indicated in general terms what this word means : 
it covers the materials a man has for use, the goods he has 
ready for sale, the tools and macliiriery which he uses, 
and the money which he employs in paying wages and in 
other expenditure incidental to the process of production 
' which he is carrying out. Different writers „ have given 
rather different definitions of the word, and in this case 
again it is necessary for a student to make quite sure what 
is meant by each writer whose books he reads. As a rule, 
however, he wiH find (1) that Capital is a part of Wealth, 
and (2) that Land (in the sense explained in Chapter VI.) 
is excluded from the idea of' -Capital, i,. Capital then is part 
of wealth other than land,: and we have to distinguish 
w^ealth that is Capital from wealth that is not Capital. 

The simplest way of making this distinction is to consider 


^ The older word for Capital was Stock, and students will find it 
'used by Adam Smith in The Wealth of Nations. It is stiU used in 
some forms of business : we speak of the stock (live-stock and dead- 
stock) of a cultivator’s holding, and of the stock-in-trade of a mer- 
chant, such things forming a large part of the capital of these, classes. 
But the wOi'd Capital has gradually superseded Stock in ordin,ary 
business use and Ao: in writings on Economics.,, 
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tlie iiiteiitioiis of tlie person who possesses wealth : it is 
Capital if he intends to use it for the production of wealth ; 
if he does not sd intend, it is not Capital, though it may 
at any time become Cajjital if Ms intentions change. / So 
that we m&j define Capital with siimcient accuracy for onr 
present purpose as all wealth (other than land) wliicli is 
intended to be used for the production of. wealth, ' At a 
later stage students -will have to consider the difficulties 
that arise with this definition, as wdth . others that havf3 been 
proposed, but for the present it is ei^ough to say that, 
wMe questions cam always he raised about the exact 
limits ^ of Capital, the description given applies quite 
clearly to practically all the Capital that exists in the 
world. 

The exact meaning of this description may he made 
plainer a feav illustrations in addition to those ahead}/ 
given in Chapter V. We have seen there that a .cultivator 
uses a good deal of Capital, consisting partly of""w,ells or 
other land-improvements, partly of his cattle and iniple- 
iii,ents, partly of Ms seed-gram, and partly of the 'money 
or gi*aiii tlia/t he uses to rj[iai.ntain himself and pay the 
wages of Ms labourers. The question may be asked: Is all 
the grain stored, in a cultivator’s house, to .be . regarded as 
lii.s Capital ? The answer is that it depends on the purpose 
for wMch he intends the grain. If it is to feed himself and 
Ms cattle, or to pay wages to labourers, or to be used as 
seed, it is Capital ; if it is to be given awu\y in c,!iarity, it, is 
not Capital. And as nearly all cultivators give av/ay some 
of their store in cliaritj, a certain proportion of the grain, 
stored by ^ them is not Capital. 

^ On tliis point students ma5^ be .reminded- of the. remarks in 
Cliapter IV. regarding the nature o.f many of the .definitions used 
in .Ecoiio-iiiics, 
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To take anotiier ilMsti'atioii. Sappose a landlioMer lias 
a lakk of rupees in Ms treasury : is tMs Capital ? It, is not 
Capital if lie merely means to keep the 'money lioardecl : 
it is Capital if lie means, to employ it in prodnction, sa5^ 
by lending it to Ms cnltiyators to enable tliem to buy seed 
and cattle ; and lie can make Ms board ioto Capital by 
the simple process of deciding that he will employ it for 
production. 

In the same way it is possible to give a direct ansv/er 
to almost any question whether a thing is Capital by con- 
sideling the purpose for w^hich the thing is intended to be 
used ; and students can easily make tlieinselves familiar 
with the idea of Capital by discussing from this point of 
view the things that they see around them in the city and 
in the country. 

Now, at the present day practically everyone in India 
who is producing wealth uses some Capital, though the 
amount used by indivnduals differ enormously. In the 
illustration of the ' grass -gatherer, which we used in Chapter 
V., Vk?-e supposed, for vsimpiicity, that at first he used no 
tools of any sort, bht it would be impossible to find a man 
in that position, except among soiii© of the forest-tribes 
in the most bac.kward parts of the country ; even ■ the 
w^ter-carrier has Ms water-skin, and the sweeper has Ms 
broom. Capital then is not only a factor of production, 
but a' factor People cannot produce wealth 
without it, and this is even more true of European countries, 
wMch have made greater industrial progress ; in fact, as 
students will ■ discover when they read, economic ' Mstory, 
the tendency of progress is to increase the amount of 
Capital required relatively to the ' number of , workers. 
How then does a man w^ho wishes' to prodiice'wealth .obtam' 
the Capital that"he"iieecis 1 He can/eithei;:,,'Save,it, ,:or,:,get,. 
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it from some one else wiio possesses it. These two processes 
require some consideration. 

The meaning of l^lie term Saving is that a mem does not 
spend all the wealth that comes into Ms possession^ but 
puts some of it aside for future use, just as the grass- 
gatherer of oiir illustration saved up . pice till he could huj 
a reap-hook. It is tms process which leads, to an i,acreas,e 
in the w^ealtli of the coioitry, and in ordinary life there is 
no other waj/- by which the stock of wealth can be increased^ 
since if all the mhabitants consumed wealth as quick], y 
as they received it is obvious that no stoc,k can be 
accumulated. ^ All the. wealth then that is used as Capital 
must be the result of saving, effected at some time in the 
past ; the amount of it is not mcreased by the other 
processes "we have mentioned, getting wealth from some 
one else who possesses it.- This second process inajr be 
effected in various wmys. A man may take Capital from 
someone else by force or by fraud ; this method has been 
popular in Inclia during '■ many 'epochs, but has .not been, 
permitted when a strong government w^'as in existen,ce,, 
and at the present time it is forbidden by the Indian Penal 
Code, and prevented as far as possible by the police. Or 
a man may, mherit,. Capital from Ms father o,r some other 
deceased relative. This, of course, happens frequently, 
but it is only by accident that Capital is . left to a man at 
the tiino he wants it ; and a man who wants Capital cannot 
rely on some rich relative d3iiig at .the most coiivenient ■ 
time. Again, a niaii ina-y voluntarily give.Ca»pital to another. 
This method of getting Capitar is by no meams unknown 
ill India, blit it accounts for only a very small portion of 
the Capital that changes hands. Almost' the whole of tMs 
passes either by mheritance or by the fourth method — 
that is b}^ borrowing., .'where the, borrower promises do 
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return the Capita.1 lent; and in most eases to give sometlimg 
more (in the form of interest or otliermse) in consideration 
of the loan. 

We cannot trace the historj^ of India back to the time 
when the process of saving hi*st began, that is 'to the time 
when there -was no accumulation of wealth. That time 
must He far beyond the period to wdiich the earliest Hindu 
scriptures relate, because even then there must hrove been, 
a co.nsiderabIe stock of wealth in existence. Judging by 
what is ’known of the 'lives of the most backward races in 
the world, it is probable that the practice of saving, de- 
veloped at-Hrst very slowly people got gradually into the 
habit of putting aw^ay food when they found they had 
more than they could eat at the momeDt; they devised the 
very simple tools and. -weapons that many savage tribes 
are kno-wn tp have used, and they tamed some animals.:; 
It seems probable that the accumulation of wealth was 
started along these three lines, but w^e cannot say — though 
we may argue or guess—-whea they developed, or in what 
order they came. These three ideas, however, a store 
for future consumption, tools or implements, and tame 
animals, taken together make up the whole conception of 
Capital; and when once they were established the conditions 
existed under . wMch wealth could be accumulated, and in 
turn could be used for producing more wealth. The pro- 
gress of this accumulation may be read in ecoiioniic 
history ; for the present purpose it is enough to say that 
the general tendency is for wealth to accuniii].ate with 
iiicreasing rapidity. The process of accumulation may be 
checked, .and the stock of wealth may even be diminished 
for the time by wars or by calamities such as famine .but 
the gi*eat€&t hinderahee""to accumulation., has usually been 
found, in the absence .of., a government 'sufficiently,, strong 
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to ensure tliat people shall be able to keep the werath to 
wiiich they are entitled. 

It is well to emphasise this need for a strong and stable 
govemmeiit, because when it exists people are very apt to 
accept its existence as iiatnrrd, and to overlook its advan- 
tages wLile they complain of its drawbacks. Bleu will 
only employ their wealth to produce more wealth if tlie,y 
have a rea^sonable prospect of enjomng the wealth wheii 
it is produced. If they have not that prospect, they will 
not risk the wealth they possess, and will not striiggle to 
acciimnlate additions to theii* stock. When, therefore, 
complaints are heard of the liarsliiiess of govemiQ,eiit, 
and of the rapacity of the police, it is 'w'ell to remember 
that in India at the present time, though theft and fraud 
are not niiknown and though bribes may be paid, the 
great majority of the people have conlideiice that they 
will be able keep wiiatever w’-ealth they acquire : and it 
is Just this confidence which is necessary before people v/i!l 
devote their energies to the, production of wealth. 

We have been speaking of the acciimulation of a stock of 
w^ealtli. This is not just the same thing as accumulation 
of Capital, because people may accumulate ivealth- without 
iiiteiiding to employ it in production, and wealth beconaes 
Capital only when this intention comes into existence. 
In India, as in other countries, there is a strong inclination 
on the part of the people to accumulate a stock of wealth, 
but there is not yet the same inclination as elsewhere _tO' 
employ the stock of w'ealth as Capital, and a very large 
proportion of the wealth of the country is not at 'present 
Capital, though it can become Capital if the owmers so 
decide. The" main reason for this fact wall "be found in the 
want of security which ' existed . for centuries,, before the 
present governnient -was ■ established. People then wwanted 
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wealth, as they always want it, but they iiad the gTeatest 
difficulty in keeping it wffien they had got it. They thus 
developed the habit of keeping their wealth in fomis where 
it could be easily hidden and ea^sily carried away, and gold 
or silver or precious stones ^vere the forms usiiadiy chosen, 
because they most nearly Mhlied these requirements. And 
this habit of hoarding, as it is called, still survives when 
the need for it has passed away, so that there is a very 
g:reat' aggregate of wealth Ipng useless in the hands of the 
people, while there is a very great need for more Capital 
to increase the productive powers of the land and the people 
of the country. The consequence is that the country is 
poorer than it should be, because its productive resources 
are not fully utilised ; and students of Economics should 
realise that, at the present time, one of the greatest practical 
needs of the country is . to secure the empiojrment as 
Capital of 'the wealth that is now lying unused, hi order 
both to increase the wealth obtained from the soil and to 
develop those industries which can profitably be carried on. 


CHAPTER XIII, 


TEE ORGANISATION OF PROBUOTION--™THE 
SELF^UPPORTINO STAGS. 

We liave now to enquire liow the factors of production, 
wiiioii have been described, are organised ; that is, how 
they come together, or are brought- together, in the pro- 
portions in wMcli we find them at yaerk. The description 
of the way in which the organisation of pioduetioii has 
gradually developed forms one of the most important 
divisions of economic history. A great deal is kiio'wii on 
this subject regarding certain countries, .but many of the 
facts regarding India are still .obscure, and there is a wide 
field for research in this direction. The development has 
certainly been gradual, and changes have for the most 
part taken place slowiy, so that a full., description of it 
would be very long, and cannot be attempted in this book. 
For the present all we can do is- to examine a few' stages in 
the development, and indicate some of the causes that have 
led to gradual change. For this purpose we mil consider 
thi^ee stages, which may be called : 

(a) The stage of self-supporting gi'oups. 

■ (b) The artisan-stage : market-production on a small 
■ scale. 

y (c) The factory-stage : market production oii a large 
scale. 
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It must not be supposed that these sta.ges follow each 
other throughout the country in regular order^ as April 
follows March and May follows April. So^ar as we can seep 
the development has been very gradual, and its speed has 
varied very grea,tly from place to place, so that at any 
given moment various stages can be seen side b}^ side, and 
the process of change can even be watched. . And this is 
true of the present day : we can see the most primitive 
methods of production side by side with the latest inven- 
tions, and there is hardly a country in the woiid^that now 
offers the same opportunity for a study of the vrliole subject. 
And the speed of change has varied not only from place 
to place but from one industry to another. Agriculture 
ill particular has progTessed very slowly ; the country is 
still largely in the first stage in regard to this occupation, 
and it is by no means improbable that it may remaiin so 
for an indefinite period. : 

What is meant by self-supporting — the term by which 
we have characterised the first stage ? We mean that a 
group of people themselves produce all the things wMch 
they require to satisfy their wants, and that they obtain 
nothing from people outside the group. Probably this 
condition may be found, to exist among some of the forest- 
tribes even 'at the present day, but in its pure state it is 
no longer of practical importance, because nearty all the 
people in India now satisfy some of their needs by buffing 
some things that have been produced outside the group 
to ■ which they belong. But it is most important to recognise 
that the whole agricultural system of the country seems to 
have grown up under these conditions, and that many 
villages are still very nearly self-supporting as regards the 
satisfaction'of’ the ' wants of their' inhabitants ; and since 
agriculture is much the largest productive industry in. the 


QB.11ANISATI0N OF PRODUCTION 97 

country it is worth, while to consider this stage in some 

cletaiL 

If Tfe exaiTiiiie Ihe conditions tliSit exist in the most back- 
ward parts of the country, and exclude sucii features as are 
clearly due to the modern development of trade, we find 
the people living in .villages wMch a;re very nearly self- 
snpiDortiiig. The people are of three classes — cultivators 
who hold the land, labourers who work for the cultivators, 
and servants or artisa-ns. The cultivators till, the land : 
and the produce is used in satisfying their \¥ants and those 
of the labourers, -servants, and artisans, all of whom., are 
reiriuiierated for their service by portions of the grain 
obtained., at harvest. Let us see how this v/orks out in detail. 
A ni-an wants for himself food, clothes, shelter, fire, light, 
cooking vessels, water ; and the cultivator needs also seed, 
implements, and cattle. For food, there, is the grain 
and pulse grown in the village,.,, as well as sugar made from 
the sugar-cane and oil from some of the various seed 
crops. For clothes, there is the cotton grovm on the land, 
and spun and woven into cloth in the village. For shelter, 
houses are built of earth dug in the village, and roofed with 
wood from the waste land, and either thatch made of 
straw or tiles made of earth. Fuel comes from the trees 
growing on the v^aste land and' from the dung of cattle : 
light is obtained by burning the oil' pressed from seeds ;■ 
and the potter makes cooking vessels from the earth of 
the village. Water comes from strea.ms or wells, and there 
is no doubt that when the site of a village was fix's t fixed 
the prese,iice of water, either on the surface or below it, 
■w&B one of the points taken into consideration. : Tlieii as 
to the cultivator’s ,needs ; Ms produce 'supplies .seed 'for 
the next crop: the Milage .earpenter makes. the^ implements 
he needs, and the cattle are bred and reared on the waste 
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land of the village. If rent or revenue has to be paid, 
it is paid from the grain at harvest-time. 

A village then could live in this v/aj?' hi isolation if, as 
is the case, its inhabitants help each other in difficulties, 
and look for help in return. One man, for instance, may have 
cotton to spare, and may exchange it for sugar, Just as is 
done even now ; but there is so far no need to offer any 
of the produce to people outside the village in exchange 
for things which they will bring from a distance. There 
is thus no need for mone}^-, and no need for trade, and it is 
difficult for us to think of a country without money or trade : 
yet it is highly probable that the agriculture of the country 
was originally established without tlieh' aid. 

There are, however, two wants which we have not yet 
mentioned, and which may indicate the need for a slight 
modification in this statement. One of them is salt.. As 
is w^elJ. imown salt, can be "washed' out of the ground in many 
parts of the country ; probably some villages met the need 
hi this wmy, but it seems likely that salt is one of the,; first 
articles in which trade grew up, and that merchants carried 
it round the villages and- exchanged it for grain or other 
produce, as is still done over a large part of the coiintrj/'. 
The other wmnt is iron for 'tools. .Even now agriculture is 
carried bn .with the aid of a "quantity of iron that seems 
ridiculously small to European cultivators, but a certain 
quantity iS' used everywhere m ploughs, reap-hooks, and 
other implements, and the use has lasted for a very Io.ng 
timq. It is quite possible that originally no iron w^as used 
in agiioulture, but here too it seems likely that iron was one 
of the first things in which trade developed. 

Now let. us consider what were the conditions' of produc- 
tion at. this'^tage. .The cultivators had...i«-?^fi to cultivate, 
whether they found it vacant and settled on it, or whether 
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tliej' obtained it froisi a Raja in return for tlie share in its 
produce wiiicli w^-s Ioioto as revenue. And having once 
got land, they ordinarily kept it, probably because when the 
population of the coiintiy was small there was enough land 
for everyone. For Labour^ there were the cultivators and 
the ineiiibers of their fainilies, and there were the labourers 
living in the village ; probably these last never thought of 
going anywhere else and simply obeyed the cultivator’s 
orders, and took the share of produce which he gave them 
for their support. For Capital, there was the stock of 
cattle, gradual!}?' increasing 'in ordinary times, with enough 
waste land near the wllage to support a large number : 
there were the iinpI.eiQ.ents made in the village of materials 
found there, and. paid fo.r by a share in the produce ; a.nd 
the produce yielded the seed-grain that was needed. 

Now in these conditions, wdth no trade to take aw^a3r 
sur|)liis produce or to bring desira,bie things from outside, 
it is probable that the wealth of the community w’^oukl 
increase very slowly if it increased at all, and that the 
exist'iiig agents of production w^ould not be fully employed.. 
There would be produce to spare in good seasons, and it would 
be stored for the tnn,e and consumed when seasons -were 
unfavourable and the crops poor : but there wou.!d be no 
motive " for producing" much more than was likety to be 
required, and it is probable that on,ly enough land would be 
cultivated to support the population dependent on it ; and 
that, taking good and bad seasons together, all or nearly 
all the prodo,ce would ,be consumed. If the population 
should decrease, less land would be cultivated, while if it 
should , increase new fields would be ploughed out of the 
waste land, and possibly more trouble would be taken ivith 
the land already^ ciiitivatedx T.hus such , a comm, unity 
could not be expected to \ ihor^ase _ jargely in wealth. 



100 AN INTRODUCTION TO ECONOMICS 

Suppose now that a town comes into existence m the neigh- 
hoivhood of seM-supporting villages of J.he t„^e^*at 
been described. The townspeople will wanv .o ouj ^ ^ ^ 
the vfflagers things like grain and pulse, , 

and qM oil-seeds, cotton and sugar ; and they will be^ able 
totupply tbe vfflagers with things brought from a distance 
!^ifspices and condiments for their food, brass and copper 
veiels better clothes than the vfflagers can procmoe 
Tfflty and ornaments, and so on. This makes a great 
c to i the position of the villager : he finds withm ins reach 
desirable things of which he has never heard, and 
to want a share of them for himself (or, if he fflmself does 
not his wife does) ; and in order to get them, he increases 
the amount of his production, that is to say he wor.<s harder 
himself and makes his cattle and labourers do more work, 
and so either cultivates a larger area “ ^ 
to the land already in his possession. The village then vffl 
Wuce more thi in the old days, and the vdlagers wffl 
Lu their surplus to the town, and spend 
they so obtain in buying the things which the town 

then ceased to be a self-supporting group, 
because it can no longer satisfy all its wants by its 
produce, and it is on the way to the second stage of pro- 
duction, which we have described as = markc.-produooio 
on a smaU scale,’ because the cultivators are now pro- 
ducing partly with a view to selling their produce.^ Lco . 
see how this change will afiect the accumulation of wealth 
In the first place there is no doubt that the produce oUh 
village will he increased ; and, as a rule, a large propoi ion 
If tte meney obtained for the extra produce will be spent 
on desirable things that will last for a ^ong time, such as 
brass vessels or silver ornaments. This means of cou . , 
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that tlie stock of weaitb. is increased. In .the second place, 
when money is received, the idea o£ hoarding it, which is 
part of liiiniai], Tiatnxe, is sure to make its appearance, and 
cultivators vdli work harder and produce more wealth, 
merely in order to increase their hoards, and in this way 
too the stock of v/eaitli will accumulate. The ■villagers then 
will tend to grow richer. 

At first sight it may' seem that this conclusion app.lies 
only to the cultivators, and most probably they would be 
the first to benefit. But if the town wants labourers, as is 
likely to be the ease, it will look for them in the villages, 
and the wages offered may tempt some of the village- 
labourers into the town. There w^ould then be fe'wer men 
to do the increased ' work on the Ia,nd, and the cultivators 
would have to induce them to work harder by offering them 
something more than the share* of the produce that was 
sufficient in the old days, and so the labourers would in time 
get their remuJieration increased. In the same w’-ay the 
workmen and servaii.ts w^oiild be attracted to the town by 
the higher wages offered there, and it would be necessary 
to pay them more in order to induce them to stay in the 
villag©, so that the increased wealth, would be shared by all 
classes, though by no means In the same proportions. 

Now a change .of this sort has been going on. slowly in 
India during the last few centuries. For the sake of clear- 
ness we have supposed that the conditions changed sud- 
denly ; this probably happened in a few localities where a 
new capital city was established, but over most of the 
country the, change has been gradual. 'Trade has extended 
slowly: ; traders .have come . to . the vElages to .buy fust 
0110 Idiid, of produce and then -another; and in. ., the 
sam,e ■:way first .one desirable, thing .-and then another 
has been brought within the reach of the 'villagers. .The 
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change is still in progress : some parts of the country ha¥e 
advanced mucli furtlier than others : bnj} the general effect 
has been to increase very gTcatly the prodnce of the laiid^ 
and the wealth of the people who share itd The change 
is not complete : there are very few localities in India where 
agiicuitiire has reached the second stage, and (as has been 
said above) it is possible that it vdll never be reached com- 
pletely.^ For iilnstrations of this stage we must turn to the 
towns. 

^ Tiiis does not mean that all classes of the people are better off 
than *:they were : some have gained much more than others, and 
some may have lost ; but this question concerns primarily the 
Distribution, and not the Production of Wealth. 

2 If a village had completely reached the second stage, cultivators 
would sell all their produce, and would go to shops to buy even 
their food ; this actually happens in some countries, but no one 
who knows how Indian cultivators live will expect to see it in India 
until the whole life of the country changes. 



CHAPTER XIV. 


ORGANISATION OF PRODUCTION : THE ARTISAN 
STAGE. 

We have now to examine the second of those stages of 
production wMoli we have selected for consideration. It 
is distinguished from the first stage hj the fact tliat the 
producer does not attempt to satisfy , Ms, , wants directly by 
those desirable things v/Mch he produces : he intends most 
or all of these tMiigs'to satisfy the wants of other people, and 
he supplies tlieiii to other people in exchange for payment. 
The payment may be m?Ae in the form of tMiigs ,;,^diich he 
wants to consume, such as grain, but more 'usually it is made 
in money, with which he can buy the things he wants. 
This stage is familiar in every town in India, for it is the 
position of the great majority, of .the artisans. - - ^-Tlie vfeaver, 
the d3?'er, the brass-worker,,. , the , shoemaker,— these men 
cannot satisfy more than a very few, of their -wants with 
the actual things which’ they produce : the^r must sell 
their produce, and feed and clothe themselves with tilings 
bought mtli the/ money - which/ tlieir produce brhigs. Let 
us examine their ecoiiomic' positiontn, regard to the’’ three ,„, 
factors- of production. ■ ' , -',t. 

■First, as- .regards Land. ' The amount' of’ land, which they 
rec[uire is usually very small, much less than even a small 
cultivator needs ; but, as we have seen in Chapter VI., its 
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situation is a matter of great import aiice. TIi© artisan 
must be in a place where, customers mil Imow where to hnd 
liim ; not only, that is to say, must h© be in a town, but 
often he must foe in a particular street or lane where the 
business in which he" is engaged is fcaowui to be carried on. 
A shoemaker, for instance, will pay wlieA for him is a large 
Slim as rent to secure a shop in the street where people are 
accustomed to go to buy shoes, and he would not pay so 
much for a shop of the same size in a grain-dealer’s street. 
Thus, though an artisan needs very little land, it is often not 
easy for Mm to get it exactly in the place where he wants 
it, and his rent may take a considerable portion of Ms 


Secondly, as regards.,.. Labour.. , .The. artisan and Ms 
family as a rule do most of the manual work, though he 
may have to hire one-'or Awo labourers . to help. Ordinarily 
he uses only a few kinds of 'material and makes things of 
only a few patterns ; he thus goes through the same actions 
over and over again, and acquires a very high degree of 
skill in performing them. But besides doing the manual 
labour of production, the artisan has to carry on the 
business also. 'This means that he has to choose the material 
to be used, agree on its price, decide what particular things 
to make and how many of them, fix their price, and find, 
people ' who will buy them, A man in the self-supporting 
stage has also to do the business, as well as the labour, of 
Ms occupation, but the business is easier for Mm than for 
the artisan producing for sale, because he' has to tliink almost 
enth’eiy of satisfyin.g. Ms .owii 'wants, wMle the artisan has. 
to satisfy thewants of other people. The artisan then must 
know what other people are likely to want, and this is much 
more difficult than knowing, what he wants himself . ' If he 
makes a mistake,- he' finds that he has wasted .Ms labour 
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and Ms material in making tMngs wMcli'nobodjr wiil ; 
and if lie cannot sell tkein, he lias no money to buy more 
materialSj or to ibed himself while he is making other 
tMngs. 

■In the early stages of the progress of a community, tMs 
necessary knowledge of business is not beyond the reach of 
the artisan. People then have . comparatively few wants, 
and they do not change rapidly, while on the other hand, 
with little trade, there is usually not much choice of materials. 
But as we shall see when discussing Consumption, the eco- 
noniic progress of a nation means an increase in the ]!iiiii}.ber 
and variety of wants, and a larger choice of the means of 
satisf3diig them it thus- becomes more and more diflicult 
for the ordinary artisan to keep pace with these changes, and 
where he fails to do so, hisUaboiir and material is wasted. 
The weaving industry furnishes a good illiistration. Not 
very long ago, practica-lly everyone in India, except a few oi 
the richest men, wore cotton ..clothes made on hand-looms 
by the artisan-weavers of the locality. Only a few kinds of 
cloth could as a rule be got locally : they were well- woven 
and durable, but coarse, and. people dressed very much 
alike. But now, even in the -country, 'people hawe a much 
wider choice of ' clothes. They can buy the old tjpe of 
country-made cloth ; or 'finer cloth woven in the iiiiils of 
Bombay or Cavmpore : or- still finer cloth woven in Europe, 
from cotton grown in xlmerica or Africa : or they can get 
cloth made of wool or of silk if they are prepared to pay 
for it. 'Peojple then can satisfy their want for clotliiiig in 
various ways, but the country weaver has. not the materials, 
or the tools, or the knowledge, required to produce the kinds 
of cloth that are most wanted, and the 'demand for what 
he can produce has consequently - fallen ofi until lie some- 
times finds it hard to sell his cloth. at aEi . ■ 
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Wliile then the artisan working for himself has the 
incentive to hard v/ork arising from the fact that Ms income 
depends entirely on Ms skill and industry ^ his weak point 
is Ms inability to keep pace with changes in wants and with 
the development of new markets ; and thus the economic 
progress of a country may often result in injury to the 
artisan’s position, ^ 

Then as regards Capital. The needs of artisans vary 
greatly : ' some- need' expensive tools : others require few 
tools but have to spend a great deal on materials : wMle 
others, whose work takes a long time to complete, need a 
relatively large sum to live on until their work is ready for 
sale. But all are a/like in needing Capital for some or all of 
these purposes. They are fortunate when they possess this 
as the result of their own savings or the savings of earlier 
genergitions of their family : they are then free to work for 
their own advantage, and— so long as their business-ability 
is sufFiGient for_.the,.con<Mtioh&'^ which' they hve — ^c.an hope 
to produce more wealth than they need' consume^ and thus 
can save and increase their stock of wealth. But very often 
they have not all the Capital that they require, and have to 
borrov/ some of it : and then the interest w’hioh they pay 
may be bo high that what, is left of their income after pajdng 
it is nnty enough to keep them alive, and leaves nothing 
over v/hich they can save. Their position thus' depends very 
largely on the. rate at which they have to pay interest, a 
point that will be- discussed under Distribution ; but In 
India at present the rate. of interest is so Mgh that a large 
proportion of the wealth . produced by artisans is paid tO' 
the people who lend them Capital, and consequently the 
artisans .as a class.- have. not much niargiii for saving. . They, 
produce v^alth, but most of what is left over after pro- 
viding for their subsistence is taken by ^the owners of 
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Capital ; and ’ tlie high, charge for Capital is almost as great 
a drawback as is the difficulty of keeping pace with the 
increasing diversity of wants. 

As we indicated in the last chapter, the Indian cultivator 
lias to some extent passed beyond the stage of self-support- 
ing prodiiotion, because some portion of Ms produce is 
grown for- sale 5 but he has not. yet reached the second stage 
in which we find the artisan, and it is doubtful if he will 
ever reach it completely. But in so far as he produces 
for the market and not for his own corisiiniption, he has 
difficulty, Just Mke the artisan, in mmiaging Ms business- — 
that is, in knowing what to produce and how to sell it. 
The difiiculty was not great in the simple case which we 
first supposed, of the cultivator selling to the inliabitants 
of a neighbouring towm ; but it becomes very serious 
when, trade has so far developed that the produce is taken, 
for sale to distant places, and has to compete with produce 
from other parts of the world. It is at present impossible 
for the cultivator to know^ what kinds of wheat or • oilseeds, 
for example, are most wanted in England or Germany ; 
and though produce of this kind is hardly ever Hkely.tO; 
be entirely w'asted lor ' want of a market, he may lose a 
great deal of money by producing kinds which are little 
wanted instead of kinds wMch are much wanted and whieli 
will fetch a higher price. Again, cultivators may have 
devoted themselves to producing some particular thing 
that has been w^aiited elsewhere, and then find that the 
want has ceased to. exist or is ■being satisfied in other ; 
they have then to change their' methods in a hurry and 
plan out other ways 'of ushig' their land, while they lose 
the advandage of the skill; which they have acquired in 
growing that paidiciilar' crop.':-;^!^ has happened quite 
recently in two instances in northern India : indigo has 
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almost disappeared from large areas where it was exten- 
sively growiis because the want which it met is now satisfied 
by a dye prepared by chemical proces'Ses ; and many 
cultivators have had to give up sowing popp}?' becanse 
the Chinese will no longer boy as much ol the opiiini pro- 
duced from this plant as they formerly took. 

And while the cultivator is at a disadvantage in not 
knomng accnrately the wants of people at a distance, 
he may suffer also because people at a distance have been 
able to discover the wants of India and are able to meet 
them better than lie can. This, too_^ has recently happened 
in the case of sugar : large classes of people in Indian 
towns and cities find that the37' can satisfy their wants 
better with sugar brought from foreign countries than 
with the kind of sugar which the cultivator makes, and 
so cultivators in some parts of the country have difficulty 
in selhiig their- sugar and are producing less than they 
did. 

The cultivator ■ also ■ suffers, like 'the artisan, from the 
liigh cost of borrovdng Capital, when he needs more than 
he possesses, and his need for Capital has increased since 
h.e began to produce for distant markets ; more Capital 
is needed to grow wheat than to grow barley, and much 
more is needed to- grow sugarcane ; the produce of the 
new crops represents more wealth than the old, but when 
■the cost of Capital is high it may take the whole of the extra 
wealth and leave the cultivator no better off than before, 
Wliile, therefore, the increase in trade has greatly increased 
the wealth of the country, a large share of this increased 
wealth has been -taken by the people who have Capital 
to lend. 

.Thus the cultivator, .so. far as. he produces for the .market, 
suffers from the same drawbacks as are felt by the artisan : 
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busmess is moreasingly di-fEcult to manage, and Capital 
is dear ; and the more nearly the cultivator approaches 
the second stage of production, the more apparent do 
e drawbacks becoine. 



CHAPTER XV, 


OEGANI-SATIOX OP PRODUCTION: THE 
FACTORY STAGE. 

We now turn to tlie third of the stages of production which 
we have chosen for examination. In this stage v/e find 
large numbers of men working together nnder the direction 
of an emplpjer,;...., .vThiSj as we have said^ is the condition 
which industrial production has now reached in most of 
western Europe, 'Where the independent artisan is of com- 
paratively ■ little ■ importance,, and the same condition has 
ill recent years been ' established in the case of some in- 
dustries in India, particularly mining and s}3iiiiiiiig. ■ It 
is rare m the. case* of agriculture, and at a later stage 
students will have to study the reasons for this fact ; but 
the .production of tea- is. to a great extent effected on this 
system, ■ ■ 

A' simple- ease. miay be taken, as a first illustration. Sup- 
pose, that a .man ■ persuades ' 100 hand-weavers to set up 
.their .looms, .in. a building belonging to. him, and to work 
for Mm ill. return 'for wages (which may be fixed either, by 
the . duration-- of . work or by - the 'quantity of cloth woven 
on each loom). The employer buys the yarn and other 
materials, decides what kind of cloth is to be made, and 
arranges for its sale and he keeps for himself the money 
realised by sale. The first effect of this arrangement is 
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obvioBS : tiie bnsiness is separated from the manual labour., 
Tlie \v'eavers have no longer to think and plan, but merety 
to make the kind of cloth which the employer orders ; 
ail. the thinking and the planning are clone by the employer. 
The next effect also is obvious : the weavers have no 
longer to provide Capita,!, for the materials they need" 
a,re supplied to them, and they Hve on their wages ; the 
employer has to find the Capital for buying material as 
well, as for paying wages. 

This arraiigemeiit, then, would remove both the main 
drawbacks of the life of the artisan, as described hi the 
last chapter ; as was there pointed out, the weaver can 
weave, but he has dilficulties both in business and m 
getting CapjitaL If there were no other changes in the 
methods of production, it might J)b>j a business-man to 
make this change, because his greater kn.owIedge and 
skill hi busmess would enable him to get material cheaper ■ 
and to sell cloth cleetrer, while he would be very unlikely 
to make anything that could not be sold. On the other 
hand, it is probable tiia,t the amount of cloth produced 
under this arrangement would be less than v/hen the 
weavers were vforking independently, because' they would 
have less incentive to hard work. They need only work 
hard enough to avoid being fined or dismissed, whereas 
before they worked their hardest in fear, of starvation. 
But this cpiestion does not, in fact, arise, because changes 
in the methods of production would be bound to follow. 
The first change to be considered is- known to economists 
[ by the name of Division of Labour. ■ . Everyone knows that 
'! an artisan-weaver ■ does not spend his whole time 'sitting 
!;;■ at Ms loom: every now- and, then. he has to leave it to, 
'i" prepare a new,':Cwarp/ the name. given to the threads, of 
, yam that are stretched on the' loom. .Weavers can , be. , 
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seen at tMs work in every to^m : the warp is stretelied 
on sticks^ usually by tbe roadside , and certain substances 
(known as are spread on it fed bruslied in until 

they have been absorbed in the yarn. Much of a weaver's 
time is spent on this work ; but where many men are 
employed, it is much better for some of them to spend 
all their time on preparing warps while the rest do not 
leave their looms. Thus the labour of weaving is dividedj 
into two parts, the preparation of the warps and the working 
of the loom : hence the expression Division of • Labour. 
Similarly the labour of preparing the warp would again be 
divided, some men being ■ employed only in makiiig the 
sizing, and others in putting it on the yarn : the work 
would be so distributed among the weavers that each 
w^ould make only one kind of cloth, and the most skilful 
men vv^ould make the finest kinds ; one or more men would 
be told off to keep the ^stock of yarn, to measure the cloth 
made, to send it to purchasers and so on ; and a carpenter 
would probably be kept to repair the looms, and make 
new pieces to replace those that wear out. Thus there 
would no longer be 100 weavers, each doing ail the w^ork.. 
of an artisan, but there would be several grades of work 
in the factor^/, and the workers of all' grades would be 
organised by the employer so as to make as much cloth 
as possible, and at the lowest possible cost. 

The numerous advantages in production which are 
secured by Division of Labour are set out in detail in most 
of the larger treatises on Economics. The most important 
of them probably are : (1) the development of skiJI when 
a man spends ■■Ms whole time at one kind of work and 
(2) the -possibility of -getting from each workman the, best 
work of^w^Moh he is capable. The first of these needs 
little explanation beyond wdiat has been s?dd in Chapter X. 
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regarding the ' accfiiisition of skill : the fewer motions a 
man has to execute, the more nearly perfect mil he become 
in their perform aiice. As regards the second, some kinds 
of work are more productive and at the same time more 
difficult than others, A weaver who can produce a pattern 
ill fine cloth can earn more than one who can only 'weave 
plain, coarse cloth : w^heii w'orking for himself, he may 
sometimes have to ma^ke coarse cloth because he cannot 
sell the better cjuality ; but when working in a factory 
he will spend all liis time doing the -best work of which 
he is capable, and the sale of the produce is the business 
of the employer. 

One great advantage then of the factory-system is the'^^ 
possibility of iiitioducing division oMabour^- which results 
ill moreasecl produce, fronT^o^sanie number of workerSj 
and also probably in a better of produce due to the 

greater skill that the w^orkmen acquire. The second great 
advantage is the possibility of using macliinery. A first 
glance into a large factory is very coiifiisiiig : there is steam, 
and noise, and there are many pieces of metal mohng very 
quickly in coin.pIicated v/ays ; but if a student can look 
closely at aixj one, of the machines, he vdll find 'that it is 
doing exactly the same Idiid of work as a labourer or artisan 
though it is probahly doing it more quickly and on: a la.rger 
scale. If, for histance, he can examine a factory-loom, lie 
wdll see that the shuttle flies baokw^ards and forwards just 
aS' it does in' a Iiaiid-looin, only that it goes more quickly^ 
and that each thread left by the shuttle is pressed into its 
place before the shuttle returns just a-s with the hand-loom'; 
the processes are exactly the , same, but , the parts of the ' 
faetorj-^-loom' are inoved- not. by the. muscles of ^'workineii . 
but by the engine, which is caused to move by:'steam pro-^-' 
duced in the boiler. The new thing :is- in' fact not ■' the 

s ■ 
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loom itself but the way in which its parts a, re caused to 
move ; and this is true of praeticaily all the macliiiies that 
can be seen in factories; It is possible to make a iiiaeliiiie 
which will perform any regular motion that a man can 
perform^ either moving things back and fonvard^ or moving 
them up and down, or moving them in a circle ; and in 
all factories the question whether any particular grade of 
work shall be done by men’s muscles or by machines is 
simply a question of cost, and machines will be used if they 
can do the work more cheaply than men. 

El the weaving factory which vie have taken as an 
illustration, it is probable that the employer would find that 
lie could do better business if he put up an engine and 
power-looms in place of the hand-looms with which he 
started. ,He would then be able to produce a very much’ 
greater quantity of cloth with the same number of v^orkmen, 
because the men would no longer have to spend their mus- 
cular energj^ in working the looms ; they would be employed 
in starting and stopping them as required, and in seeing 
that everything was going right. This change would mean 
that the skill which the weavers had acquired is no longer 
of much use : a well-made machine is more skilful in this 
sense than any man, and it can be trusted to go on making 
the required motions as long as it is kept in pro|)er order. 
In place then of the weaver’s skill, the employer will now 
want a different kind of skill, that of the mechanic who 
knows how to '.keep machines in, o.rder ; and he might decide 
that it is useless to keep .skilled weavers, and might employ 

^Mac’bines can even be made to perform some of the simpler 
mental processes ; thus machines which add up Sgimcs are now very 
commonly ^employed in parts of Europe. Tliey aro as yot little 
knowix in India, because clerics able to do s^rithmetie can be got for 
salaries that are very low compared to those that must be paid in 
Em'opean countries. 
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women and cMIdren to look after the looms at lower wages , 
under the superyisioii of some trained mechanics. 

The introduction of machine-looins would not be the only 
change. Machines would also be introduced for preparing 
the warps instead of having this done by hand, pmd also 
for various incidental processes ; and the employer might 
decide to add a sphniing-mill so as to prepare the 3mm which 
he recpiii'es. There would then be a large factory, producing 
probabty far more cloth than w^as formerly produced the 
weaver-artisans in the neighborhood, and producing it at 
less cost, so tha,t people "who wmit cloth could satisfy their 
wants more cheaply than before. The factory would 
provide empio3meiit for a large number of people ; but on 
the other hand it might deprive most of the artisan-weavers 
of the locality of their means of livelihood, because there 
would be no purchasers for vrhat they could produce. 

It must not be supposed that most factories grow up in 
the vv ay that has been described for the sake of illustration. ; 
the first factories did probably grow up gradually, but now 
that the nature and methods of a factory are well understood 
new factories are planned with complete equipment and 
organisation, and in some industries at least this designing 
of factories forms a separate' profession. But wiiether 
factories are set up complete, or w^hether they develop 
gradual^ from small beginnings, the general features' of 
the factory-S3^stem are the same. . These features may be' 
recapitulated as follows : ■ . 

; '(1) The/ business of bu3ing...... selling and managing is 

' separated from the actual ’work" of production’ : the business 
is managed by the. employer,- and the work is done by the 
wmkmen whom he pays, 

(2) The have, nothing to do with the supply 

of capital, which is part of the employer’s business, and of 
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course they have nothing to do with the provision ol 
they have to supply labour only. ^ 

(3) The factory is so organised by introduemg the d 

of labour and the use- of machinery as to reduce. the cost of 
producing to the lowest possible point ; and this organisa- 
tion makes the production much greater than would result 
from the same number of men working indepenaently. 

(4) The introduction of the system, while it increases 
the amount of the wealth produced in proportion to the 
number of persons employed in production, may deprive 
some classes of the people of the only skilled work which 
they know how to do. 

Students wiU easily see that the factory-system requires 
a much larger amount of capital than the system^ of small 
production. Buildings, steam-engines and machinery are 
an very costly, and a large sum is also required for what is 
called working-capital, that is, for buying materials and for 
pa 3 dng wages and other expenses that must be met before 
the produce is sold. In fact, the factory-system^ is not 
generally possible until a country has made considerable 
progress in organising methods of bringing the savings of 
individuals together in sufficient quantity to be used for 
large enterprises. The development of such methods is the 
ii6xt subject tba-t claiius our attention. 


GHAPTEE XVI, 


OEG-AFISATIOM OF CAPITAL. 

The organisation of capital is a subject of interest to 
students of Economics in aD. countries, but in India at 
tlie present time its importance is exceptionally great. 
We have Just seen tliat the industrial progress of the 
country is dependent on this organisation, and the same 
thing is true of its agiicultur© ; the Indian cuItiYator 
needs, more than an3rtiiing else, facilities for obtaining 
capital on reasonable terms in order that he may get the 
best results from the land v/hich h© occupies and the labour 
which he furnishes. It is no exaggeration, therefore, to 
say that the organisation of capital is indispensable to 
the development of the wealth of the whole countr}’'. 

We have seen that the accumulation of a stock of w^'ealth 
is natural, in the strict sense of that \vord ; that is to say, 
ordinary peoi)le are likely, to save up a stock of wealth whm 
thej/ have the opportunity of doing so, and the opportunity 
comes when they can satisfy their immediate w^aiits without 
consuming all the wealth which they produce. It is doiibt- 
M, .however, wiiether -the ■ use of accumuiated wmith as 
capital can be called natural : in the earty stages of most 
coinmiiiiities the, intention of using the stock of wealth. to 
produce more w^ealth is not generally apparent^* and n- large 
portion of the stock is more probably ' ■ in tended : 
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consumptioB wlien tiie need arises. Certainly in India only 
a small part of the existing stock of wealth has been saved 
in order to be used as capital : probably most of it has been 
saved piiinarly in order to enable the owners to live through 
a time of famine or some similar calamity. And so long as 
a man lives in fear of being robbed, it is not likely that a 
large part of Ms savings will be used for production ; he 
is more likely, as we have said, to keep them in gold and 
silver, which can be Mdden or carried safety from place to 
place. When a strong government has been established, 
the motive for such action ceases, but the habit remains ; 
and even now the ‘ natural ’ course for a very large number 
of the inhabitants of India is to keep their stock of wealth 
concealed, or as the phrase is to hoard it. There is thus in 
the country a very large stock of wealth which is not capital, 
because it is not intended to be used in producing wealth : 
some of it is well known, as in the case of the hoarded , 
treasures of some Rajas and Nawabs ; but the bulk of it 
probably consists in the small sums of money which ordinary , 
people keep Mdden away until the}?- find it ■ necessary to 
spend them. 

Conditions are different in some other countries, where 
the practice of hoarding is rare, and where people save up 
a stock of -wealth with the distinct intention of em-pio^ung it 
in production and of getting an income from its use ; and 
since the employment of savings in production is a necessary 
■condition for a largely-increased production of wealth, it 
is important to see how this employment is managed, A 
cultivator or an artisan needs, as we have seen, some capital 
for his \TOrk, but he may have a larger stock of wealth than 
he needs to, use as., capital ;■ and the same ns more^ generally, 
true of lancfholders, ■ officials and professional m.en,,' while 
even labourers often have small savings available for employ 
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Blent. When the owner of ca.pitai caiiB.ot himself employ; 
it in production, lie nsualiy lends it to some one else who 
promises to pay i^^terest for its use ; and this practice is of' 
course common in India in the case of those classes who 
make a profession of money-lending as wel as in other cases, 
But it is sometimes difficult for a man who wants money to ■ 
know who will lend it, and it is very often difficult for a man 
who has a little money to know who wants to borrow it ; 
the first great step in the organisation of capital is the pro- 
vision of intermediaries "who will take money from those 
who have it to spare, and will lend it to those wiio need it. 
These interinediaiies are known as Banks. Banks perform 
a large variety of functions, which students will have to 
study in detail at a later period of their course ; ^ hut their 
primary function is to collect capital from the people who 
possess it, and lend it to the people who v/ant it. In order 
to collect it, a bank announces its willingness to receive 
money on deposit, and promises to pay interest for its use, 
and to return it at a fixed period after receiving notice that 
the owner v/ants it back ; and people who trust the bank, 
that is who believe that it intends, and is in a position, to 
carry out its promises, hand their money over to it. On 
the other hand people who want to borroAv money go to the 
bank to get it, and the bank will lend it to them if it trusts 
them to pay the interest and to return the money when the 
period of the loan has expired, Naturally, people will not 
do the work of a bank for nothing : it. aims to pay as low 
interest as possible, on deposits, and to charge., as high 
..interest as possible on" loans ; and the" 'difference between 
'.wffiatl.it receives .and what .it pays constitutes its income, 
part' of which is,, used in paying salaries and other expenses 
of management, while the rest is kept by the <?wiiers of the 
.hank. , ' 
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Banks are now fainiiiar institutions in nicst Indian cities. 
The early ones were started by Europeans who w^ere familiar 
with the system in tlieir owti countries / but the s^/stein is 
now being adopted by Indians w^lio have seen its success. 
At present we are concerned onty with the aid w-hicli banks 
provide in production ; this mdbj . be very greats because 
they can lend the capital required by emiiloyers in order 
to bii3^ materials and to -p&j wages and other expenses of 
production, the loan being repaid when the goods made are 
sold ; and in fact a large proportion of the resources of 
banks are emploj^ed in this w^ay, and the system of factory- 
production is thus very greatly facilitated. 

The ordinary banks cannot, how^ever, provide all the 
capital that producers require, nor can they collect all the 
money that is available lor use as ca|)ital Their chief 
limitations are two : 

(1) They cannot safely lend a large proportion of their, 
capital for such purposes as the purchase of buildings^ or the 
purchase of machinery. 

(2) They cannot either lend or borrow in small sums. 

, (1) We have said above that a bank must be ready to 
repay money deposited with it when the depositor wants 
it ■ if it is not ready to do this, people w^ill not trust it with 
their money. Now suppose a bank has lent all the money 
'it possesses; to. men who have spent it in biiiiding factories' 
and -setting up' machinery, and then the depositors want 
their money back. The bank has no' money to pa^r them ; 
it has only, the promises- of the men who borrowed the , 
money, and if they cannot borrow it somewhere else,, then 
the' bank must tell... its depositors it cannot, pay, them. .In 
other wordg' it is bankrapt, and it is most unlikely^ that 
anyone would ever trust it with a deposit again. This is 
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mi extreme case, but it illustrates one of the fuiidameiLtal 
principles of barikiiig, that the bank must always be in a 
position to pay w^kat is due from it, and that most of its 
money ca,ii be lent only for shoit periods and with a 
reasonable certainty of getting it back at the end of the 
period. While therefore a bank is ■ready to lead money 
to any eiiiplo3-^er whom it trusts, to be used in the expenses 
of Ms business and paid back after a short period, it will 
vei;? rarely lend money for purposes such as building a- 
factory or buying machinery. 

(2) 111 practice banks find that the expense and risk of 
deahiig in very small sums is so great that no profits result* 
Some banks, which are anxious to get capital together 
€|uickly, may take deposits of as little as ten rupees, but it 
takes long time for a man with a small income to save as 
much as this, and, in order to make the savings of the people 
available as capital, institutions are wanted v/liich will, take 
every rupee as it is saved. Simi,larl3’ a bank will not lend 
to ordinary cultivators or to artisam-producers, because it 
could only trust them wnth very small sums, and it is not 
w^orth its while to lend a rupee or two at a time. 

Banks then by no means complete the orga,nisadIo!i of 
capital tlia,t a country requires for production. One great 
need is for a sirstem of siippl^dng capital -for purposes such 
*^as starting and eciiiipping factories : the other is for dealing 
with capital in sums too small .for the ordinary bank to 
handle. The first of these needs is met hj the establishment 
of , what are knowm as ‘ joint-stock;’ or ' limited ’ companies.^ 

^ ‘ Joint-stock ' means that: people join their capital ' together ;■ 
stock, it will, be renienibored, is the old word for capital. The word 
‘‘limited’ has a history. ITiider ordinary. law when people Join 
tlieir capital in an undertaking, each of them is liable for ai,l the debts 
oi the iindertaldng, not merely .np to the amount he has contributed 
but lip to tiio whole of his 'possessions. ■ It is obvious- that people 
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There are, of course, a few men rich enough to hiiiH 
factories and set up expensive machinery v/ith their own 
capital, and many small factories (such as cotton-giniiing 
mills) have been started in this way in India. But large 
factories, such as spinning mills or ironworks, require each 
many lakhs or even some crores of capital, and if they are 
to be started in considerable numbers it must be done by 
the contributions of many people. When a fe-w men decide 
to start a factory, 'they usually form themselves into a 
limited, company, and ask other people to ' take shares,’ 
that is, to subscribe fixed sums of ten or fifty or one hiindred 
rupees towards the capital which the' company requires. 
If enough shares are taken, the money received for them 
is spent in setting up the factory, further capital for working 
it is borrowed if necessary from a bank, and the profits 
made by the factory are distributed to the shareholders 
in proportion to the amount of their shares. Thus a land- 
holder, or a pleader, or a magistrate, or anyone \¥ith capital 
available, can take shares in ironworks, or cotton mills, 
or jute mills, or coal mines, or other productive industries, 
and receive in return an income, the amount of which 
depends on the success with which the industry is carried' 
on. If he wants his money back, he caimot as a rule claim 

would very rarely join a company on these terms, when an incom- 
petent or dishonest manager might incur debts that w'ould reduce 
them to poverty, and the system of limited liability was devised to 
remove this drawback, A company which complies with certein 
formalities (one of which is the use of the word ‘ limited " in its title), 
has the privilege that the liability of each shareholder is limited to 
the amount of his share ; if he has promised to contribute a share 
of 100 rupees (either paying the whole smn at once, or pa\dng a part 
of it and promising to pay the rest when required), he cannot in any 
.circumstances' be'. -required to - pay, more than this ; , he may lose it 
If the business is a failure, but the -rest of his property. is -in no '.way, 

. affected... A man -who -takes, .a share in a ‘ limited.* .company 'thus 
knows that ,Ms liabiiity.is .limited. 
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it from tlie company, "but lie can sell Ms share ; and on the 
other haiid a man who has money can buy shares in existing 
companies instead ^of contributing to new ones. The 
business of buying and selling shares is now so large even 
ill India that there are brokers in Calcutta and Bombay 
and some other cities who make it their principal occupation, 
and arrange for biiying and selling shares in companies, 
just as other brokers arrange for buying and selling wheat, 
or coal, or jute. Thus a man who has capital to employ, 
but does not want to engage in production for himself, has 
now tw'O ways of disposing of it : he can deposit it with a 
bank and recelTe interest, or he can go to a sharebroker 
and hnj shares in some companies, in wiiieh case he receiTes 
the profits due to those shares by way of income. 

The variety of companies is very great, and there are 
often different kinds of shares, while importa-nt questions 
arise in practice as to their constitution and management. 
The whole subject will require much study at a later stage : 
our present purpose is merely to show* the function that 
these comx^anies perform in production ; they can collect 
a large capital iii relatively small sums, and thus make it 
possible for men of enterprise to start a factory with much 
more capital than they themselves possess. 

But though the shares in a. company may represent 
relatively smatt sums of money, they are not small enough 
to , attract the , savings of the poorer , classes. Special 
mstitutions to effect this object have been established in 
’’many countries under such names as savings banks., people’s 
banks, provident societies and the like, .which are designed 
to receive very small siim.s, in some 'case^ as little as an anna 
at a time. Various' kinds of banks, boo have been' devis.ed 
to meet the needs' of smaE producers foi' capitaLby giving' 
•loans -ill very small sums. .. ..In India thC're is as ..yet no' general. 






organisation ^ to serve these purposes, and small savings 
are usnally hoarded nnproductively, while small producers 
have to ^pay ver^^ high interest wheii they borrow from 
moneylenders ; hut there is good reason to hope that the 
need will be largety met by the co-operative societies which 
ill the last fcen years have been organised in considerable 
numbers. This movement vdll engage the stiident-^s 
attention at a later stage ; at present we are coiioerned 
chiefly with the fact that the organisation for supplying 
capital for use in prodnction is in India still very incomplete. 
Considerable progTess has been made towards enabling 
the well-to-do man to invest Ms savings in production, 
but cultivators and workmen -have neither convenient, 
means of investing their savings, nor convenient means 
of obtaining additional capital. 

^ Th© nearest approach to such an, organisation is the Post Office 
Savings Bank ; it receives very small sums on deposit, but it does 
not lend money to the public. 



CHAPTER XVII. 

SPEGIALISATIOX OF THE FACTORS OF 
PRODUCTION. 


Ws have now described three typical stages in tlie gradual 
development of production that has taken place in the 
world ; before leaving 'this subject it is deshable to direct 
attention to one general principle wMch can be found among 
the changes that lead gradually from one stage to the next. 
This principle can be spoken of as Specialisation, and it 
may be stated as a law in the following terms . The tendency 
is for Land, Labour, and Capital to become more and more 
devoted to satisfying some particular want, and at the 
same time to become less available for satisf3di3,g other 
wants. The meaiihig of this statement will become plain 
from the paragraphs that follow. 

In the first stage of production which we considered, 
when a village or group of villages satisfies its own wants 
b.y the things which it produces, the land which is cultivated 
cannot be described as devoted to satisfying any particular 
want ;■ it is used to satisfy most of the w^ants of the village, 
for food, clothing, light and the rest. Progress towards the, 
next stage, in which cultivators produce .for a market, is 
marked by gradual specialisation ; experience shows the, 
people, .that ■ the soil and climate of. different, parts of the 
country are, .more 'suited do one crop than another, ; then 
each crop is 
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'best, and each, village tends to give up those crops that are 
most clifiiciilt to grow siiccessfvliy. For instance, there 
is miich evidence to show that formeiiy most localities in 
northern India grew both sugarcane and cotton, the former 
to supply the 'inhabitants with sugar and the latter to 
furnish material for their clothes. But this condition no 
longer prevails : it is now comparative^ rare to find a 
locality that produces both sugar and cotton in large 
quantities. The two crops do not require Just the same 
climate, sugarcane wanting a moister atmosphere than 
cotton ; and sugarcane is now more largely grown in the 
relatively damp country near the Himalayas, while cotton 
is found mainly in the drier country to the south and 
west. Many villages, that is, no longer satisfy the wants 
of their inhabitants for sugar, because it is cheaper and 
more convenient for them to huj sugar than to grow 
sugarcane ; and many villages grow no cotton at ail because 
they can buy the clothes they want with the money they 
get for their sugar or other produce. This specialisation 
of Land is undoubtedly an advantage from the point 
of view of production, because the land is used for the 
crop that grows best on it : there is, however, the draw- 
back aheady mentioned, that the cultivator has to know 
what iS' wanted by people at a distance, and majr find 
his business seriously upset' by a change in their w^ants. 
Specialisation of this kind is not confined to the case of 
particular localities in one country, but applies to the whole 
world : thus pfaetically all, the tea that is drunk in Europe, 
Africa, America and Australia conies from three, parts ■ of 
Asia.— China, ... Geyion, and . a limited area in .Bengal ''and 
Assam ; while the JutC' grown ' in . a few ■ Bengal districts 
makes the' sacks in which nearly the whole of the world’s 
trade in grain and oilseeds is carried* 
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Another instance of the Specialisation of Land is found 
ill the localisation of particular industries. Even in the 
stage of market-production on a small scale this localisation 
has hegim : particular towns, and. particular streets in the 
same town, get a reputation for some particular product, — 
leather-work, or brass-ware, or whatever it may be ; 
people go there to buy the things for which the place is 
knowui, and artisans go there because they know that thejr 
can sell their produce, and that the materials which they 
need can easily be procured. Thus, almost everyone in 
northern India has heard of the brass-ware of Moradabad, 
or the silver-work of Lucknow, and these cities supply 
their wares not only to many parts of Lidia but even to 
foreign countries. When the factory-system establishes 
itself, the considerations that determine where an industry 
shall be carried on are somewhat different, but the result 
is the same : each industry tends to be established in., one 
or more localities, and cities or towns become specdaliy 
adapted to the needs of a few industries. Thus, almost ail 
the Jute miUs in India are close to Calcutta; Bombaj^, 
Ahinadabad and Cawiipore are knowm as the chief centres 
of cotton-spinning, and so on. This localisation of indus- 
tries conducted on the factory-system has important results 
for production, wLieh are discussed in the larger treatises 
on Economics ; at present we are concerned only with the 
fact of localisation, that is with the specialisation of par- 
ticular localities for production of a particular khid. 

Next as regards specialisation of Labour. TMs exists 
: to some e.xtent even in villages,' where we find artisans such 
' as carpenters' or potters, and servants, such as washermen : 
: but "most of the residents in a village are employed in the 
large variety of operations that are included m the term 
cultivation ; and even the artisans and servants often spend 
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part of their time in this iess-specialised work, since tb.e 
ca^rpenter and Y^^ashermaii and so on frecjiieiitly cultivate 
some land in addition to doing their specfialised work. It is 
not difficult for us' to think of a, village without these 
specialised workers : cultivators and their families could 
make their own impiements and do all their own work, 
but we can see that even in the villages that have made 
least progress this process of specialisation ha>s begun. 
When we come to the second stage^ the specialisation is 
obvious : the artisan satisfies very few of his own v/aiits 
directly, but depends for his livelihood on his success in 
satisf3diig a few particular -wants of other people. Thus^ 
the brass-worker can satisfy no w^ant of Ms own except a 
want for vessels or other things made of brass ; in order 
to get food and clothes and satisty all his other wants he 
must find other people who will be satisfied with w^hat he 
has made. And in the third, or factory, stage of production, 
tMs process of specialisation is as we have seen carried much ' 
further : the whole business-pa^rt of production is done bjr 
one set of persons, and the labour by another set ; and only 
a sma-il proportion of the workmen could satisfy any. single 
want of their ov/n. The person who merety know^s how to 
manage a machine-loom could not make a piece of cloth 
by hand anj^ more than the driver of the engine could,; he 
can onty carry out one step in the series of processes by 
■wMch yarn is made into cloth, and Ms , work is useless 
without that of the other grades of workmen who carry ^ 
out the remahiing steps.. 

And in the - same way the tendency is for Capital to 
become more' and more s-pecialised. , Economists usuallv 
divide capital into 'two' kinds, wMch are described 3.s 'fixecF 
;aiid : V circulating ’y circulating - ca^-pital is consnined in a 
single use, or, in the words of Mill, “ fulfils the whole of its 
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office in tiie production in wMch. it is engaged, by a single 
use ; fixed capital lasts longer and is frequentlj^ used, or, 
to quote Mil agairr, “ exists in a durable sliape, and the 
return^' to it is spread over 'a period of corresponding 
duration.” Thus materials, fuel, and money or grain for 
pa 3 dng wages are circulating capital, but buildings or 
m.ac]iiner37- are fixed. ' Now the whole tendencjT- of the change 
in methods of production is to increase the amount of fixed 
capital, and to employ more of it in a highly specialised form. 
The cultivator has very little fixed capital : most of 
his cattle — can be used' to do almost aii}?- kind of work, and 
his few implements help to produce the means of satisfying 
almost all Ms wants. ' The artisan too uses little fixed 
capital, but it is more specialised : the tools of the brass- 
worker for instance are of little use except for working brass. 
In factories the use of fixed capital is veij greatly increased : 
parts of it, such as the buildings and the engines, are not 
absolutely specialised because they could be used (to some 
extent at least) lor production of a different kind to that for 
which the factory was designed ; but most of the machines, 
as distinguished from the engines, are very -Mghiy , special- 
ised indeed, and will serve no purpose except that for which 
they were made . And the process goes even further, becau se 
as the factory-s}^stem develops, factories are set up to make 
machines for use in other factories. Thus in. some parts 
of the world there are factories wMch' make riothiiig but 
machine-looms : others may make nothing hut spimiiiig- 
macMnes : others" make only machines for grinding grain 
or pressing oilseeds ; and the machines used in these machine 
factories may be very specialised indeed. 

Thus the tendency' to specialisation .exists', in the case 
of ail three factors of production.. The '.same prirlcipie may 
be looked at in another way the sise of the self-supporting 
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ecoiioBiic groups increases progressivety. At first we were 
concerned ¥/itli th.© residents of only a single village^ or 
group of villages^ satisfying practicaliy ail tiaeir wants 
directly by their own produce. Then the area widens as 
the villages satisfy some of the wants of the town, and the 
town satisfies some of the wants of the villages « The 
process of extension goes on until we must now regard 
the population of the whole civilised world as forming a 
single self-supporting group, since it can hardly be said of a 
single country that its products satisf}?- all the wants of its 
inhabitants. Even in an Indian village one now expects 
to find matches from Sweden or Norway or Japan, oil from 
Russia, or Burma or America, cloth made in England out 
of American cotton or x4.ustralian ivool, articles of metal 
obtained from England, Spain, Malaysia and m.any other 
countries, glass from Belgium or Austria, and so on ; and 
in an ordinar 3 ?' town one can find products of almost every 
country in the world on sale to satisfy Indian %vants. And 
this is equally true of other countries ; Englishmen satisfy 
their wants with the products of every country to a much 
larger extent than, is the case in India, since even their food' 
is very largely brought from abroad and Indian products,, 
such as tea and jute, are to be found in every countr 3 r, 

■ If the question is asked how this development has been 
brought about in- India, the answer must, be that, while 
manj^ causes have contributed, the most important' single 
factor has been, the increase in means of communica.tion 
both in India itself and between India' and other countries : 
ill India, first by roads and waterways, and then.by railwaj^S:;- 
■and outside India, ■ first .by ■' the sailing ships ■, of .various; 
Eiiropeair countries- and then by steamships. ■ The '-.iiidustr,y 
of transport, or moving goods, is itself productive, as has 
already been explained ; and its develo]7ment has rendered 
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possible the great increase in production that has taken 
place. Thus the most inijportant as well as the most 
interesting parts of Indian economic ■ history vvill be found 
to deal with the development of commimications. 

Note to CHfihTER 

Indian students caiMiot fail to notice the close connection 
that exists between the modern system of caste and the gradual 
specialisation of labour which has been pointed out in this 
chapter. The classical Hindu writings tell of three superior 
castesj the Bralxman priests and administrators, the Rajput 
princes and warriors, and the Vaishya merchants and traders ; 
and they class the rest of the population as Sudras or as out- 
casts of mixed descent. But these lower classes are now found 
organised on a caste -system as strict as that of the superior 
classes of th© people : they submit willingly to the same kind 
of restrictions regarding marriage, and each low ca-ste lias its 
own appropriate occupation. Fui'ther, a tendency is noticeable 
for castes to subdivide as their occupations subdivide, and 
instanoes hi tMs subdivision can b© found in various Census 
Reports. The history of' th© establishment of this system of 
castes coinciding with the division of occupations is not per- 
fectly known, and in the absence of written records many points 
in it are likely to remain obscure ; but it , is reasonable to 
conjecture that the idea of hereditary occupation, wliicli seems 
to be inherent in Indian ways of thinking, has counted for a 
good deal. In most countries , the process . of specialising 
occupations has gone on without producing a system of caste, 
because there was no particular reason why a son should follow 
Ms father’s occupation, but in India a son ‘ naturally ’ follows his 
father’s, occupation, so that when a new specialised occupation 
comes into existence, it remains in th© famiMes of the men who 
first adopt, it, and these,, famiMes model their social relations 
o,ii, those ,of .', the already -existing . castes with w’-Mch they are , 
familiar. 'Bo., much at least is true that the 'ideas of caste and 
,of occupation are very closely associated in Indian thought. 


CHAPTER XVIII. 


PRODUCTION. CONCLUDING REMARKS. i 

" i. 

. ■ ;f 

Before leaving the. subject of Production a few words of r 
caution are desirable. The study of economic history has : i 
led to the conclusion that the development of production I 
passes through the same course in all countries where the | 
facts have been examined, and it is reasonable to infer that 

■ ' J 

India is no exception, and that the factor57--system of 
production on a large scale, which has abeady established 
itself in some industries, must inevitably supersede the 
small-scale production which stiU prevails. But the in- ' 
ference, though it is reasonable, is not absolutely certain ; 
the study of economic history is not complete, and it is not 
safe to draw absolute conclusions from it until more is 
knowm, in particular, of the development of economic 
processes in other parts of Asia. Nations are not alike in | 
all respects, and it is possible that the factory-system may \ 
prove to be imsuited to Indian ways of living and of thinking, | 
and that some other system of production may establish 
itself which suits the people better. Students should not ’ 
therefore, at this early period of their studies, get the idea - 
that production in India can develop in only one way, that | 


large, factories must .increase, and that independent artisa.ns; 
must be superseded by large bodies of w^orkmeii receiving 
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known facts, this change is likely to occnr, but they sho'iild 
not reg?4,rd it as the only possible deveiopment in the 
future. 

Further, students must be warned not to infer that the 
general establishmeiit of the factory-system is necessarily 
a thing to be desired. We have pointed out in the first 
chapter that the science of Economics has nothing to do 
with praise or blame : it is concerned with what is happening 
and what is likely to happen. But economists, and also 
students, are liiirnan beings, and they can ■ hardly help 
wishing to know whether a change which they foresee is 
good or bad ; wMe they may, as administrators, or as 
teachers, or as business-men, have to decide or advise at 
some time on the action to be taken in economic matters. 
Students have a long course before them, and they need not 
yet decide for themselves whether the general estahMshmeiit 
of the factorj'-system would be for the benefit of the people 
of India as a 'whole : it is their duty, while they are 
students, to keep an open mind on this question, and it is 
in order to help them to keep an open mind that the 
following considerations are ' shortly stated here, though 
a much wider study of the subject is needed for their full 
appreciation. 

The first consideration is that India is a very poor country. 
The people as a w^hole want a large increase in wealth to satisfy 
their most urgent w' ants : many of them need more nourish- 
ing food, better clothes, better houses, better health, better 
education, to name only, a few of these; wants and any 
system of production that wlE give a large increase of w^ealth, 

' is, desirable because it wiU give a chance" of satisfying. some 
of '.these^ ' most urgent wants. This consideration, then is 
in favour of the factory -system, which ceidamly* brings a, 
large and rapid increase in the production of .W'ealth ;' .it 
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would be equally in favour of any other system wMch should 
produce the same result. 

The second consideration is that tfhongh more wealth 
may be produced by a change in the system of production^ 
it does not follow that the new wealth, will be available for 
the people who want it most ; it may possibly be available 
chiefly for the richer classes, the landholders and merchants 
and employers, while the poorer classes may be little better 
off than they are now. Students wiii understand this 
consideration better when the3r have mastered the theory 
of the Distribution of V/ealth, but they can see that a change 
in the system of Production may not be a great advantage 
for the people as a whole, if the advantage is enjoyed by only 
a small proportion of the people. And the force of this 
consideration is strengthened by the fact that in countries 
where the factory-system has developed the result is not 
entirely satisfactory. Some people think that the system 
of Distribution which has come into existence along with 
factory-production is so unsatisfactory that it would be well 
to change the system of production in order to secure a 
better distribution of the product ; and in any case it has to 
he admitted that poverty has not been abolished by the 
increase of v/ealth. The study of the English writers on 
Economics during the nineteenth century is most instructive 
from this point of view ; some of the earlier writers saw few 
or no drawbacks in the factory-system, which was then , 
quite new ; they recognised the :great increase in wealth, 
and were confident that its distribution would be satis- 
factory. The same confidence is not found in the later,, 
writers; and the. feeling , of dissatisfaction often finds 
expression in the .advocacy of large eco,!iomic .changes,-—. , 
to proposals for C^-operation,.' Socialism,. :. or .Communism, ,, 
.Students will.later . on .have to make themselves familiar.':' 


PRODUCTION. CONCLUDING RSMASKS 135 


with the nature of these proposals, a,nd with their adTaii- 
tages and their drawbacks : for the present what they have 
to do is to remem'be:^* that the iactor3r-system ox production, 
and the distribution of wealth that has come into existence 
along with it, are not absolntely inevitable in India ; and 
that a great deal of study and thought' will have to be gone 
through before a useful opinion of their desirability can be 
found. 






CHAPTER XIX. 


WANTS. 

We come now to consider the second main, division of 
Economics, the Consumption of Wealth. Students wiil 
remember that (I) all wealth consists of desirable things, 
or things that people want, and (2) that wealth is consmned 
in satisfying wants ; but (3) that there are some wants 
which cannot be satisfied by wealth. The student of Eco- 
nomics is concerned directly with those wants only which 
can be satisfied by consuming wealth. He must leave out 
of Ms calculations those wants of human nature which 
wealth cannot satisfy, but it is most important lor him to 
realise that when a man has to apply the^ conclusions of 
Economics to the practical afiairs of life he must allow for 
these v/ants which the economist has left out of account ; 
the science does not deal with the whole of life, but only 
with a part of it, wMIe the man who is dealing wdth -practicai 
affairs has to, think of the whole. The science then cannot 
tell him ail .he w:^ants to know ; it can tell Mm much about 
one .side of life, but there are other sides of wMch it can' tell 
Mm notMng, „ , ' 

,;But the part of life wdth which' the science deals .is large 
and .important, as can be seen, from a consideration of the 
.•wants that can be satisfied by wealth. Food, clothes, 
shelter, warmth and light, these things satisfy a very large 
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proportion of tlie wants of an ordinary inanj and miicli the 
greatest share of his income is usualty spent in obtaining 
them. Then there are the iimiimerable, aiticfe which meet 
his,, wantaas ,conY,eniences ; aU the things which he can buy 
in shops ; the means of. conveyance, or; of amiiseiiieiit, which 
he can enjoy on payment ; opportniiities of education, or of 
■medical treatment, and so on. And spea-kiiig generally, 
Economics is concerned with all the wants to satisf'jr which 
a man spends his income ; or we may say that the economist 
is concerned with all the wants which a man can satisfy 
by spending money. 

iWe cannot define Wants, except to say that they are a 
part of human nature'-;; man, as we know him feels pertain 
wants, and exerts himself to satisfy them. And wants 
seem to differ so much among themselves that at first sight 
it looks as if no general statement could be made about 
them. As a matter of fact only a few general statements 
can be made, and consequently this division of the , science 
can be explained more shortly than is possible in, the case of 
Production, but the few general statements that can be' 
,: made are of great importance, and their meaning must be 
clearly realised. 

■ The first point to be realised is that ^ all wants., are. ,iiot.ielt 
, as equally urgent ; 'we may, say, that wants .vary in intensity 
according to the individual,, and according to his circum- 
stances at ...the, ,time ,the, .wants., ure.ielt, '. Very few.., people 
are in a position' to ^satisfy all their ;wants, and the ordinary 
man has,' constantly 'to -decide what wants he will satisfy,' 
and what wants he. will endure, or .in other words •, what' 
things he will buy and what things he will do without : he 
buys the things of which.- he feels the w-ant most.iatenseiy, 
and does without the others. Other people may think he 
has chosen unwisely, and at a different time he might make 
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a diiTereiit choice ; but at the time he decides, the wants 
wMcii he sa-tisfies are felt by him more intensely than those 
w^McIi h,e endures. And so when a man is xelaniiiiig how to 
spend his iiicomej he provides , for the satisfaction of his 
various wants in the order of their intensity 5 a-s it appears 
to him at the moment. Intensity is not a quality of tilings 
that can be defined ; it is a state of feeling, that is, it is 
part of man’s nature, and the economist has to take it into 
account accordiiigiy. 

The second point to reali.se. is that almost, every separate 
want can be completely satisfied if a, rQ.aii lias eiioiigli money 
to pay for the satisfaction. This too is a matter of common 
knowledge, and students can verify it from their own 
experie,nc0. No want can be felt more intensely than the 
want of food or drink ; a man who is faint from liimger or 
■ thirst would give almost everythiiig he possesses for a meal 
or a drink of water ; but when he lias got these Ms want is 
satisfied for the time, and he vfants no more food or water 
till he is hungry or thirsty again. Or agadii if a student 
vrants a pair of shoes, or a particular book, or a te,n.'nis-bat, 
lie can saf'isfy the want completely if he has the money to 
pay for the article in question. 

If then each separate want is capable of being eon};pleteIy 
satisfied, it will be thought that a man can easily reach the 
condition where all his v/aiits are satisfied and he wants 
nothing more. This condition is, however, rare ; ,hiiiii.an 
nature is such that wants constantly ■ mcrea..se in iiiimber 
and ' ' variety, and . , new'_ wants , make , , themselves felt ■ as 
existing wants are satisfied. This is the third general 
statement that can be made concerning wants ; like the 
others it is based on man’s nature, and the economist has 
merely to accept it as a fact. iA hungry man can be sat.isficd 
for the time by a meal of the coarsest food, perhaps a little 
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millet and pulse ; bnt when a man is sure of getting such 
food lie begins to want better food and a gieater variety j- — 
he wants wheat-flour instead of millet, he wants gki, and 
vegetables, and rice, and perhaps fish, and he wants all 
sorts of spices and flavours,';' Then he wants the food 
better served, and he wants metal dishes and vessels instead 
of the earthen vessels which at first sufficed Mm. A man 
who wants clothes is satisfied at first by a coat and waist- 
cloth of the coarsest cotton cloth ; when he has got these 
he wants finer cloth ; then he wants a change of clothing, 
he wants shoes and a cap or turban. Then he begins to 
want a greater variety, warm woollen clothes for the winter 
and perhaps silk for the hot w^eather, special kinds of clothes 
for games or for riding or other' pursuits, and so on. The 
young pleader may be only too giad to be ..able to go .to 
court on an eMa or in a tramoar, but as he gets richer he 
w,.ants first a trap and horse of his own,, then, a carriage and 
pair, and then perhaps a motor-car. These are only a few 
obvious examples of what is almost an universal tendency, 
and students can supplement them readily by their own 
observations. They will see that most of the people they 
know are never completely satisfied, but become conscious 
of new wants as the old ones are met, and that they have 
no difficulty in disposing of the whole of their income, 
however much it may be increased. 

But while the tendency for new wants to arise is almost 
universal, the rate at wMch this tendency operates differs 
greatly among people in different conditions of life ; this 
is one of the chief distinctions that can be observed in 
examining' the life' of .-the inhabitants of India at the present 
,day'„. In a village, lying far from the railway we shall usually 
find that new wants arise slowly, and that some at least of 
the inhabitants may almost be described as ' satisfied/ that 
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is, they a*re i],ot conscious of any intense, unsatisfied wants. 
Probably this condition was not uncomioon when the 
villages were more nearly in what we have spoken of as the 
self -supporting stage ; it is now certainly less nncominoii 
ill the villa.ges than in the towns, and among the villages 
it becomes less common as knowledge increases. The chief 
reason for this fact is that a want becomes , much .raore 
clearly felt when the means of satisr^dng it are known ; as 
people’s kiiowiedge increases, they learn of new means, of 
satisfaction, of which they have, hitherto been ignorant, 
and they begin to w^ant similar satisfaction for themselves. 
To take an illustration : hefore motor-cars were invented, 
even wealthy people w^ere fairly satisfied with horses and 
carriages ; they might feel the want of better horses or more 
comfortable carriages, but they were not conscious of a Vaiit 
lor an altogether different form of conveyance. But when 
motor-cars were invented, and a few^ of them, appeared in 
India, people soon began to feel a want for them, a want 
that could not be satisfied by horses and carriages ; and 
whenever a motor-car was brought into a new district, the 
want made itself felt there, until now there are some motor- 
cars in most districts, and there are many people who feel 
the want, of them but are unable to satisfy it. ■ 

This example illustrates the way in •which new wants 
arise from increased Imowdedge ; knowledge is constantly 
increasing,: not merely through education but through the 
extension , of trade and of the practice of travelling that has 
followed on the construction of railways ; and it may be 
said, that 'the, rate at winch w^ants multiply increases with 
the spread of knowledge. It is not likely, thcirefore, that 
the progress of the country will lead to a condition in which 
a larger proportion of the people are completely satisfied 
than is the case at present ;■ ' on the contrary, (:we must 
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expect that though people may be able to satisfy more and 
more wants, new wants w^iil arise more and more quickly, 
so that there will abways be nnsatisiied wants. 

. As regards wants then, students should realise that for 
the ordinary man wants vary in. intensity, and that each 
separate want can be satisfied but that as old wants are 
satisfied new wants arise, so that it is very rare to find 
people with no unsatisfied wants, and the number of such 
people is more likely to decrease than to increase.' In the 
next chaj)ter we shall glance briefly at a few exceptions to 
these general statements. 


CHAPTER XX. 

WANTS {(Jontimied): SOME EXCEPTIONS. 

The exceptions to tlie general principles regarding ineii's. 

wMcli are considered in this chapter are not of great 
direct iinportaiice for a preiiminary account of Ecoiioiiiics, 
It would be possible to leave them for consideration at, a 
later stage, but it seems better to say a little about them 
now, partly because they will illustrate further the nature 
of wants, and partly because some of them may occur to 
students, and may appear to contradict what has been said 
above. 

Ill the first place,. there are cases where particular wants 
do not seem to be capable of satisfaction, so that the more 
a man has of a particular thing the more of it' he wants. 
The ..love of display ; is , one... ^Qf...th^se/ f Some people want 
above all things to make a display and" impress other |3eople- 
■by the m.a';giiificeiice of their houses, their, clothes and jewels, 
their, horses and carriages, and generally of their way .of 
Imiig ; they are ahvays spending money on fresh objects 
of display, and never seem 'to be. satisfied.;; This exception 
is apparent only , because the love of display is not exactly 
a simple v/aiit such as the want of food or clothing ; it is 
made up of a very large number of simple wants, and as 
each of these is satisfied new..; wants appear.,’ At one time 
such a man will w^ant to hnj a fine carriage ; having bought 
it, he is satisfied for the moment, hut perhaps a few days 
■ K ..■ 
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later lie wants a motor-car, and so on. Or lie buys an 
embroidered coat wMck satisfies him for the moment, but 
he soon gets tired of it, and buys a more expensive one,^ 
The ease is therefore an illustration of the principle that 
new wants are constantly arising, rather than an exception 
to the rule that wants can. be satisfied completely. 

^Another exception to this mi© is the want of power. 
■Some men w-ant power over other men more than anjrthing 
else ; they will do anything to satisfy the w^ant, but the 
more power they get, the more they want."';; This lust for 
pow’-er has been a common feature in the past history of 
India, at times when any successful officer of the Emperor 
might aspire to set up a kingdom for himself, and it accounts 
for, .many of the wars and rebellions that were then so 
common ; it can no longer show" itself in this way, but its 
■Working may still be observed in the social and political 
life of the country. This exception seems to be real, that 
is to say, the lust of some men for power cannot be satisfied. 
But such men are not ordinary men, and the economist "is 
concerned with the wants of ordina^ry men. 

Another exception of the same kind is the miser, that is, 
the man whose greatest pleasure is to accumulate material 
wealth, usually in the form of gold, or silver, or precious 
stones. iHe does not want wealth in order to spend it, or 
to secure power or position, or to make a display : he only 
%vants the knowledge of his possessions, or sometimes to see 
and handle the coins or jewels, and the more he has of these 
the more he wants. "i This, ■ however, is certainly not true 
of ordinary people : misers are sometimes considered to be 
mad, and though we may not go so far as that, we must 
regard them as altogether 'exceptional-: the. economis.t 
therefore can, disregard them, because he is ''concerned with 
ordinary people. 
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Next let iis ooiisider the case of men wiiose wants do, not 
seem, to increase in iminber and variety. Tke commoiiest 
case is that of the religious ascetic probably most students 
have heard of wealthy men who have given up all the 
enjoyments of ordinary people and adopted a life of religious 
contemplation, perhaps even going so far as to depend on 
charity for their food. Such cases are not rare in India,.jj 
though they cannot be described as ordinary ; that is to 
say, the ordinary man does not adopt a reMgioiis w^ay of life 
as a matter of course. What happens in this case is that 
a single want or group of wants — which can be satisfied 
only by certain religious experiences — becomes so intense 
that all, or ahnost ail, other wants become unimportant 
in comparison. And this particular want is one of those 
which cannot be satisfied by wealth, and so is outside the 
economist’s province. He know^s of its existence, and he 
has to take note of the fact that the Production, of wealth, 
as well as the Consumption, .is diminished in a coiiimuiiitj’' 
where any considerable proportion of the members adopt 
a religious way of life ; but he cannot argue about the 
satisfaction of this particular want, because it cannot be 
satisfied in the same way as the wants with which he is 
concerned^ 

1 At the present day the practice of adopting a ptirely religious 
way of life is probably much more common among the Hindus than 
among any other race or nation in the world, but it is by no means 
exclusively a Hindu practice. It prevailed very widely at one time 
among Buddhists of different nations, and also at various stages in 
the development of Christianity.- Everjmne knows that a con- 
,side,rabie proportion of the' .Hindu ascetics are not geii,iiine, that is 
that they are actuated by wants other than that of experiencing 
certain religious feelings ; and 'this has been, equally true at times 
ill the case of other religions. The English monasteries for mstance, 
before their suppression in the sixteenth eentur 3 ', had becom,e of groat 
economic importance, and the monks were largety occupied in the 
production of wealth, and in- some cases . consumed it freely in the 
satisfaction of the ordinaiy wants' of human nature. 
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There are other similar cases where a particular want, 
which lies outside the science of EcoiiomicSj is felt so 
iiitensely that the ordinary economic wants give way to it. 
There is, for instance, what may be caled the want of self* 
expression, /'which may drive a man to write books, or 
paint pictures, or carve sculpture, not in order to live hj 
selling his products, nor even for the fame which they will 
bring, but simply to satisfy the want which he feel's.'* The 
economist cannot compare this want or other wants of 
the same nature with those which he discusses, though 
the fact of their existence is important to him. ■ 

The economist then has to allow for the fact that certain 
wants lie outside the - limits of his science. He must 
recognise that these wants are often the noblest part of 
human nature, and that men who feel them most strongly 
will act differently from^ the ordinary people whose actions 
he is oonsideriog ; but he also recognises that, as a matter 
of fact, these wants — though the35^ may be felt more or less 
intensely — are not felt so strongly as, to determine the 
actions of ordinary men in the ordinary affairs of life, and 
it is these ordinary affairs with which he is concerned. He 
eaniiot take these nobler wants directly into account, but 
he must recognise that their existence makes it likely that 
a certain proportion of persons will- act in a different way' 
from the majority, and thus, though he can draw con- 
clusions' as to the .action of a community as a whole, /he 
cannot apply those conclusions to every individual in the 
community ; in fact he deals with ordinary men but has to 
remember that extraordinary men exist also. 

Students will probably conclude from wdiat has been said 
. above that there isaomelaok of definiteness iii. the limits of the 
wants with which the economist deals. This is true. The 
science deals with a part of man’s life only, and it is not 
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possible to cut up life into absolutely separate and iiidepen- 
dent diTisions. The economist looks mainly at the ordinary 
material wants of an ordinary manj and at the ways in 
which they are satisfied : here it is possible for him. to draw 
fairty definite conclusions. But the word ' ordinary ' 
itself does not provide a definite limit, but is a question, of «- 
degree,'^ and diilere.iat people will have different opinionr; 
as to the point where ordinary life ceases and extraordinary 
life begins. While therefore the main subject of Economics 
is clear, the exact limits of that subject cannot be stated 
with entire precision. It follows also, as has been pointed 
out more than once, that the economist’s conclusions cannot 
be used directly as a guide to action ; before using them 
as a guide, account must be taken of those parts of human 
nature which the economist has not considered. 

A further limitation results from the fact that different 
communities are a,t any time in different stages, and that 
what is ordinary conduct in one community not be 
ordinary in another. This fact causes practical difficulties 
when people living in one stage have to study books written 
In another stage. To take one obvious example, in England 
the idea that a Judge could be bribed to give an unjust 
judgment is practically inconceivable, and economists 
writing only from Imowiedge of England might say that, 
■the integrity' of a judge cannot possibly be measured in 
terms of money. India is gradually approaching to this 
stage, but even now cases sometimes occur where a judge 
takes' bribes, arnd not very long ago the- practice was common; 
that is to -say, 'there were many judges wdio could estimate 
in money the intensity .-of their desire for integ]'*ity. At a 
later stage of progress the- desire for integrity becomes so 

1 Compare the remarks on defeiitions and' classification. in C.h-ap-te.r 
IV. 
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great that no conceivable amount o! money will give an 
equivalent satisfaction. An economist wTiting in Indi%^ 
a century or so ago might have treated judges' desire for 
integrity as a motive that came within the scope of the 
science ; it is one of the many proofs of the progress made 
by the country that he can no longer do so. 

Students must then expect to meet diUculties regarding 
the exact limits of their science, and regarding the degree 
to which its conclusions can be applied directly to the 
affairs of life : having said so much, we must leave these 
difficulties aside for the present and return to our considera- 
tion of the ordinary daffy wants of ordinary men. , 



CHAPTER XXI. 

NECESSARIES AND LUXURIES. 


It is comnionly said that when a man is decid,ing how to 
spend Ms income there are some wants which he will 
arrange to satisfy before he begins to think of providmg 
for others, and the things needed to satisfy these wiwits 
are spoken of as Necessaries, wMie the other things which 
he wants are called Comforts or Luxuries. The distinc- 
tion when stated in tins way is not absolutely clear, and 
re{|iiires a little more examination. If w© say a tMiig is 
necessary, we must mean that it is necessary for so-rm 
purpose,, and we can speak either of necessaries for existence 
or of necessaries for efficiency. 

'Necessaries for existence mean the things which a, man 
must have in order to keep himself and his famil}?^ alive. 
In cold countries the term hicludes, in addition to sufficient 
food and drink, a,certam,.,ainount, of,ciotl^ and also some 
sort of a house for , shelter ; in the plains of Iiidija the 
necessary amount of clothing and shelter is ver'}/ siiiail, 
and perhaps a. blanket for the winter is all that a man 
absolutely requires, so 'that here the term necessaries for 
existence means very little more, than the small amount 
of grain., , .and water that is sufficient, to 
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effioiently at, liis,..occupatiQjij whatever it may be, and to 
educate his children up, to., the point where they can be 
expected to do as well as he has done. In India the term 
includes, first, eonsiderabl}^ more food than is necessary for 
existence; secondly, a certain ainomit of clothing and 
furniture, and a healthy house for shelter ; thirdly, oppor- 
tunities for medical treatment, and for education for a 
man’s children carried, up to the, stage which he himself 
has reached. 

The difference between these two classes of necessaries 
is very great. In India deaths from insiifFicient food are 
now so exceedingly rare, even in times of famine, that it 
may be said that the necessaries for existence are within 
reach of the entire poiDulatioii ; but on the other hand the 
poverty of the country is shown by the small proportion 
of the people .who enjoy aU the necessaries for efficiency. 
Very large numbers, for instance, are unable to provide for 
education or medical treatment, while healthy dwelling- 
houses are rare, especially in the towns ; a large proportion 
of the artisans and labourers, and even of the smaller 
cultivators, possess insufficient clothing for the cold weather; 
while in many parts of the country the food of the labourers 
is not sufficient to enable them to do a fuU day’s work. 

At the same time it must be recognised that many of 
these people, who do not consume the necessaries for 
efficiency, spend a relatively large share of their income on 
things that cannot be described as necessary. This is the 
case in other coxmtries besides India, and this class of 
expenditure is spoken of as conventionally necessary ; the 
expenditure is not really necessarj’ for the efficiency of the 
individual who incurs it, but he is forced to incur it by custom 
and by 'the power of, public opinion. It is not possible to 
argue for mstance:;that it ,is pecessary for the efficiency of a 
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labourer tliat lie skould spend several montlis’ income on 
eiitertaiiimeiits in connection with a marriage or a* death 
in the family ; , but if it is the custom, and his neighbours 
and oaste-brotliers expect him to do so, he will incur the 
expenditure and do without the necessaries for efficienc}' 
which the money might otherwise have procured. And 
some students probably know of families among their own 
acquaintances which are insufficiently supplied with the 
necessaries for efficiency, while the members manage to 
wear the style of clothing that is prescribed by the fashion 
of the time and place. 

The ordiiiaiy man then will spend money on conventional 
necessaries rather than on things that are really required 
for his own efiicieiicj’^ and for the education of his family, 
and the econom.ist has to take account of this fact. We can 
imagine a generbus employer, who is determined that all his 
workmen shall have all the necessaries for efficiency, sitting 
down,,, to calculate what wages he should pay to each of them 
■ in order to secure this ; he would, considerThe, quantity of 
good nourishing food, and its price, ■ the amount and cost 
of cIotMiig,,, furniture, house-rent,, schpohfees,, doctors kfees 
and so on, and he would pay each man a ..sum ..sufficient to 
provide him. with all he ne.eded for .himseK and. his family. 
But if the employer did not take' conventional necessaries 
into account, he would very ,.soon..hnd:.that The consum.ption 
of. 'his .workmen was not .arranged., in... the. ovay he ..expected.. 
Some of them would be found eating inferior food, many of 
them would be living in unhealthy and badly-furnished 
houses, and thcur cMklren' would not be getthig a suitable 
education ;. -aiiciif. he enquired where the money ffiad gone, 
he would prol'jabty find that most of it had been spe.iit on 
these conventional necessaries, that the workmen, had bor- 
row^-ed mon.ey for marriage-feasts or other entertainments. 
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and were paying to tlieir creditor tke money that v/as meant 
to be spent in keeping themselves and their families healthy 
and efficient.. 

The economist then, who considers things as they are, 
must allow for conventional necessaries. The man who 
wants to improve the economic condition of the country 
must also recognise the facts, and when he has recognised 
them he must take such steps as are possible to persuade 
the people to reduce their expenditure on these conventional 
necessaries, and to apply their income more wisely. That 
is to say, he must persuade people to change their customs. 
Students doubtless know that this attempt is being made at 
the present time by leading men in various Indian com- 
munities, and with a very varying measure of success. 
It is work that is well worth doing, but it is exceedingly 
difficult ; and progress as a rale must be slow, because 
people in general, and Indians in particular, are afraid 
of setting up their personal opinion against that of the 
community to which they belong, and it is very hard to 
get enough people to act together in securing a change 
in custom. 

It is not only iii connection with conventional neces- 
saries that the student of Economics is concerned with 
wffiat is called habit, or custom, or fashion : all kinds of 
consumption are aSected to a greater or less extent, and 
it is well to have a clear idea of what is meant by these 
expressions. In this case, again, we must start , from the 
facts of human nature, and cannot attempt to give reasons 
for those facts. It is a fact, which students can verify from 
their own experience, that a man who has once done any- 
thing' in a particular way tends to go on doing it^ in, the 
same way rather than invent' different, ways of doing, it: *, 
and the oftener he repeats the same method, , the . less , likely 
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is he to eliaiige it. Aiicl it is also a fact that a man who 
has to do a thing for the first time tends to do it in the way 
he sees Ms neighbours doing it. Thus a man who lives 
entirely alone -will develop habits or eustoms in all^ the 
ordinary actions of Ms lifej in Ms ways of preparing and 
taking food, in liis ciotMng and the way he "puts it on, in 
the time at which he sleeps, and so on. ■ But, as a mie, 
men do not live alone ; and in ordinary fife they follow 
the habits and customs of the people they see about them. 
Many of our habits and customs are formed wMIe we are 
young cMldreii ; we do things in the w^ay w^e see our _parents 
and relatives dohig them. And as we grow older wre acquire 
fresh habits and customs from the people with whom we 
come in contact : a student on entermg college models 
Ms conduct on that of the other students ; a young man 
entering an ofiice as clerk does what the other clerks do ; 
and .the same thing is true in the case of all occupations.' 
The greater, part, then, of an ordinary man's life consists 
of repeating actions wMch he has performed before, and; 
imitatnig the actions of his neighbours.) 

'■-If ail men did nothing else but repeat, and imitate, no 
change, could ever take pla.ce.in.the.way of life of a com- 
muiiitj/. This, of course, is not the case. Habits and 
custoin.s, and fashions change . gradually as , surrounding 
circumstances change every now and then a man finds 
a new and more convenient way of doing a tiling, and his 
example is foIlow’'ed by his neighbours until the iiew^ waj 
has become, a fasMon and replaces the old. If w'e compare 
the Me. of a community this month, with wiiat it was last 
month, we shall as a rule fij,id no vis.ible difference in habits 
or fasMoiis ; but if we compare the Me of to-day 'with 
the life of ten or twenty years ago, w^e find that many 
habits and fasMons have changed in the longer interval. 
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TliiiSj changes in the habits and fashions of life take place 
gradually ; and one of the greatest differences between 
different comninnities is the rate at which these changes 
take place. Some communities change their habits qnicMy : 
they are anxious to try any new ways of which they hear, 
and if the new Yv-ays seem better they adopt them quickly 
in place of the old Yv^ays. There are 'many examples of 
these progressive communities. The ilmericans change, 
their habits and fashions , perhaps most quickly of all ; 
in some respects certainly they change them, more quickly 
than En.glislm8n. Englishmen agam eliaiige their habits ^ 
and fashions more quickly than Indians ; and among 
Indians, the Bengalis and such races as the ka3:*'asths of 
northern India change more cpiiokly than most of the 
raj puts, or than cultivating classes such as the kurmis. 

The rate of change depends in great measure on the 
opportunities for seeing and hearing of new ways, i A 
village of illiterate cultivators, who stay at home almost 
all their lives, will change its habits^ and fashions much 
more slov/ly than a town where some of the people can read 
and write,, where books and nevrspapers can be obtained,! 
where new things are seen in the shops, and where strangers , 
from other places come and goy? The great mcrease in 
means of communication, which has already been .mentioned', 
as an influence on Production, has undoubtedly quickened 
the rate of change in Indian fashions and habits \ even 
the villagers are affected, though less than the townspeople ; 
and so far as can be foreseen the rate of change is bound 
to go on quickening. But at, the p,resent time .the rate, 
of change m India as a whole is slower than hi most, western 
countries, and consequently the influence... of habit and 
' custom and fashion on consumption is greater in... India.-. 
This influence is seen iu the expenditure on conventional 
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necessaries wliicli lias been discussed above, but it is exerted 
also in almost all kinds of consumption, except pcriia-ps 
tbe actuai necessaries of existence. Thus, even wliere means ' 
of education are available, it sometimes takes -a long time 
before villagers get into tbe habit of sending tiieir cbildren 
to school : a dispensary may exist for a long time before 
ail the classes in its neighbourhood get into the habit of 
going there for treatment ; or peox3le remain satished 
with the customarj^ types of houses and the customary 
amount and kind of furniture when they have, the money 
to supply themselves with healthier and more coiiveaierit 
accommodation. 

We said at the beginning of this chapter that the things 
other than Neoessaiies vviiieh a man wants are spolren of 
as Comforts or Luxuries. There . is no real , distinction 
betw^een the two, terms. pBoth aMke denote tilings that arc 
not necessary for , efficiency, but the ordin.ary use of the 
word Luxuries conveys an idea of blame which is not con-'L 
veyed by Comforts ; that is to say, when ,.we . speak of a 
man spending ills income on luxuries, we. imply that in our 
opinion he is not spending Ms hicome iri.sely,,wiii|e wiie^ we 
speak of Comforts we imply that, the expenditure is more 
or less justifiable.; And in ordinary practice ' the use of 
these words depends largely on the amount of income 
en jogged, by the person whose expenditure is being considered. 
Thus,' ive w^ouid speak of summer clothes made of silk as a 
Comfort for a pleader or a merchant or a government 
official ; but we' should call them a Luxury in, the case of a 
cultivator, or a servant,* or a labourer. Or , a carriage may 
be ' called , a Comfort for -an elderly iandliolder, ■ w,MIe it 
'wa3iild be called a Luxury in the case of. ar..inan in a more 
humble position. The distinction then is uiiiinporl'ant for 
the science of Economies, .-and.' it .is ■.explainer^ hoH3 oniy 
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because students will find the words used in their later 
reading on the, subject. Both words alike denote things 
wMch, -while they a.re not necessary for the consumer’s 
efficiency, are capable of satisfying wants which he ex- 
periences. 


CHAPTES XXII. 


THE DEMAXD OP AN INDIVIDUAL CONSUMER. 

We liave now indicated in general terms the nature of the 
wants with which the science of Economics is concerned, 
and must turn to the way in which men try to satisf}?- those 
wants. For the ordinary man this is a question of how to 
spend Ms income, however it may be obtained ; ultimately, 
of course, the question concerns the production of wealth as 
well, as its consumption, because men produce, that is, earn 
an income, in' order to consume ; but for the present "ve 
start with the fact that every man has an income, whether 
it consists of grain and other tMngs with wMch he can satisfy 
i.ii,s wants directly, or whether it consists of money with 
wMch he can purchase the things he needs. The ordinary 
man has an income wMch suffices to satisfy some, but 
not all, of Ms wants, and Ms object is to spend it in such a 
way as to get the greatest possible amount of pleasure 
and satisfaction. 

We vdll introduce here two words wMch are commonly 
used in Economics. One of these is Commodity ; it means 
simply a material thing that can satisfy a want,;, and. does 
not ..bring, any new idea into the subject. It is used mainly 
because the word ' thing ' is somewhat mdeffixite, and .a 
word is wanted wMch will conve.}?-. a clear meaning ; we shall 
use it in future in the sense w^Mch we have just, explained. 



60 AN INTRODUCTION TO ECONOMICS 


The second word is Utility : . it is convenient to make use 
of tMs word to signify the amount' of pleasure or satisfaction 
which is obtained by consumption. ' The use of this word 
also does not introduce any new idea ; it is simply a con- 
venient term to use for the qualities of things which yield 
pleasure or satisfaction, that is, which satisfy wants in the 
course of their consuni]jtion ; and it follows naturally from 
what was said in Chapter III. as to the nature of consump- 
tion. ' Man does not consume the matter of which a thing 
consists ; his consumption leaves the amount of matter 
unchanged but leaves it in a less useful form, that is, he can 
be said to consume the utility possessed by an aggregate 
of matter, though he cannot be said to consume the matter 
itself. Nor does the word utility imply any praise or any 
blame as regards consumption ; it is true that when in 
common language we use words like useful, or utility, we are 
thinking of some purpose to be served ; but when the 
economist uses these words the only purpose which he has 
in mind is the satisfaction of wants, and for h im a commodity 
is useful if it satisfies a want and not'otherwise. 

Making use of the word utility, we can describe a inan's 
object in spending his income as an endeavour to obtain 
the greatest possible amount of utihty. In order to plan 
expenditure that will obtam the maximum of utility, a 
man has to compare the intensity of his different wants 
and decide which of them he can satisfy and whether 
he can satisfy them comiDletely or not. This process is 
fundamentally the same in all cases, but the choice to be 
made by different men differs so much that the identity 
is not always apparent. For the labourer ■who earns, say, 
two annas by Ms day’s work the process is simple. Very 
nearly the %vhoIe of Ms income goes to buy food for 
bimseif and bis family, and the quality of the food is largely 
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a matter of custom so long as prices do not change ; lie has 
to consider how mnch food he can "buy, and in what other 
ways he can spend the two or three pice that may be left 
after providing for his food ; and he has to decide what will 
give him the greatest amount of utility, a few more chataks 
of grain, or a little tobacoo, or some other luxury, or the 
saving up of the pice towards buying clothes or something 
else that he will want later on. In the same way the man 
who has twenty or thirty rupees a month to spend finds that 
most of his expenditure is settled for him, so long as prices 
do not change greatly, and so long as his way of hving does 
not alter. After he has provided for rent, and for food, and 
other regular expenditure, there are perhaps a few rupees 
left and he has to decide how to get the maximum of utility 
out of these ; whether to buy a little more of some luxury, 
or spend the money on clothes or something else, or again 
save it up for future use. So with the wealthy iandholder, 
or pleader or merchant, though his income is much larger 
he finds that most of it is needed for his regular expenditure, 
and that he has only to think over the disposal of what is 
left of it. 

Whether then a man’s income is stated in pice, or annas, 
or rupees, or even in lakhs, most of it is spent as a matter of 
course on commoditiesnequired for the.way of life to. which 
he is accustomed, but there is usually a balance or margin, 
the disposal of which has to be settled from time to time, 
and it is in settling the disposal of this margin that a man is 
reaUy trying to secure a maximum of utility, whether 
or not he thinks of what he is. doing. Some men have to 
think whether it is best to buy just a little more grain : 
some men are hesitating whether to buy a few chataks more 
glii ; others may be doubtful whether to keep another horse, 
or to get a motor-car ; but in aH eases the object is the same, 

• JL 
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to seci2.re the greatest possible amount of utility, and as a 
rule the form that the questions take is : Shall I buy a little 
more of this commodity, or of that ? which will give the 
larger amount of utility in consumption ? In other words, 
people in ordinary times are concerned mainly with the 
limit of quantity of various commodities, up to which they 
shall carry their consumption. 

Now let us take a concrete instance of a question of this 
kind, and see how the ordinary man answers it. Let us 
suppose that a man is planning his expenditure for the 
month and wishes to settle just how much gJii shall be bought 
for his household. The first thing to find out is clearly 
the price at which ghi can be bought, and we will take it 
to be one ser per rupee. He calculates that the house- 
hold would really like to use ten sers in a month, but he 
is quite sure that he cannot spend so much as ten rupees on 
gM, because the money is wanted more urgently for other 
things. He is satisfied on the other hand that he can afford 
to buy four sers, so that the family can have some ghi though 
not so much as they would like. Can he afford one ser more? 
It will cost him a rupee, and there are many other things 
which he wan^, the utility of wiiich he has to compare with 
the utility of the fifth ser of ghi. If there are several people 
with the same income in this position, we can be pretty 
certain that they wih decide the question in different ways : 
some will think that it is just worth their while to bu}?’ the 
fifth ser, while others will decide that the money is more 
urgently wanted for something else. We will suppose that 
the man whom we are considering decides after some 
hesitation that it is just worth bis while to buy the fifth 
ser, but that he certainly cannot buy any more. The 
consumption of his family for that month is then fixed at 
five sers of ghi^ and in the same way the consumption of 
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These figures are, of course, imaginary, anfi are given only 
as an illustration of the way in which the amount a consumer 
purchases varies with the price which he has to pay. When 
the price of a commodity is very high relatively' to, 'Ms 
income, he consumes none of the commodity, or at most 
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other commodities is settled until the whole of his income 
is accounted for. 

Ordinary people have not as a rule any clear idea regarding 
the quantity of a commodit};^ which they would buy if its 
price were to change very greatly ; but when a large change 
in price comes, they have to consider the question, and decide 
on thO' amount to he bought at a price materially different 
from, that to which they have been' accustomed.' It is 
possible that the price of gki^ to continue the same illustra- 
tion, might rise so high that the consumer would have to 
give up its regular use, and either buy none at all or only 
buy a few chatiks for use on a feast-day ; it is also possible 
that the price might fall so low that he could buy all he 
wanted without difficulty ; but between these two extreme 
limits, whatever the price might be, he would have to 
decide how much ghi to buy. If we suppose that he is a 
man of judgment and experience, he could make out a table 
or schedule, showing the quantity which he would buy at 
each price ; if we follow the assumptions that have already 
been made, the schedule would be something like this : 

Wiien a ser costs 6 rupees or more, he would buMio ghi, 

,, „ ,9 4-0 rupees, he would buy 1 serT^ 
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>> ^ 99 
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4, „ or less „ 
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buys a very smaU quantity occasionally ; at a lower range of 
prices, he may take the commodity into regular use, and 
he will increase his consumption as the price falls, until he 
can satisfy his want completely ; then he wiU buy no more, 

however low the price may faU. 

A schedule such as that which we have given maybe called 
a Demand Schedule. It indicates the amount of a com- 
modity which the consumer is prepared to buy at any given 
price, and that amount is commonly spoken of as his Demand 
at that price. It is not easy to prepare such a schedule 
accurately, because as we have said above, the ordinary 
consumer cannot foresee what his Demand will be at a 
price greatly different from that to which he is accustomed ; 
but students will find that the meaning of the terms we have 
used will become much plainer if they try to prepare for 
themselves Demand Schedules of a few of the commodities 
which they, or their families, are accustomed to buy. To 
prepare such a schedule the student should begin with the 
current price, and set down opposite it the quantity of the 
commodity which he bought last week, or last month, at 
that price ; he should then vaiy the price gradually, first 
raising it and then lowering it, and set down opposite each 
entry of price the amount that he thinks he could afford, 
oagmniTig that bis income is unchanged, and that the prices 
of his other articles of consumption are also unchanged. 
As he raises the price, he will finally come to the point 
where he decides that he would have to give up the com- 
modity, and as he lowers the price he will come to the point 
where he can get all he wants ; these points give the limits 
to his schedule, and between those limits he will have the 
quantities which he thinks he could afford at each price. 


CHAPTER XXIII. 


CHANGES IN A GONSDIIER’S DEMAND. 

We lia¥e assumed in the last chapter that the consumer has 
to think of only a single commodity at a time, and we have 
assumed also that his^ inconie is unchanged. In real life 
a man’s position' is seldom so simple as this. In the first 
place, the prices of comiDodities .are constantly changing, 
and the consumer has to take all these changes into account 
and fix the amount of his purchases accordingly. Usually 
some things will be rather cheaper, and other things rather 
dearer than before, and he will buy a little more of what 
is cheaper and a little less of what is dearer ; but his 
decision in each case is based on the same consideration, 
the endeavour to obtain the greatest possible amount of 
utility in return for' the money which he is able to spend. 
■The . economist does not assume that every consumer 
succeeds in this endeavour ; men often make mistakes and 
fail to get the maximum of utility, but the fact of importance 
is that' they try^ to get it, .and a man's -actual coimimption 
iS' determined by his own. idea of .utility and not by the ideas 
of other people. . At present w'e.are concerned with the facts 
of consumption,:' and::not with schemes' for showing people 
what 'they;:, should, consume. 

When a man’s income is changed, dhe problem before Mm 
becomes more complex because he has usually to make some 
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changes in Ms customary -way of life, and so less of Ms 
expenditure is determined by custom. If we suppose a 
man's income to be reduced by one-half, we can see that his 
way of life will have to be changed almost entirely . he must 
as a rule go to live in a smaller house, get rid of some of his 
servants, be content with cheaper food and clothes, walk 
where he was accustomed to drive, and do without many 
things that he has Mtherto consumed almost as a matter of 
course. Uet us see how a sudden reduction of income would 
affect his Demand Schedule for a particular commodity. 
If we take the schedule given as an illustration in the last 
chapter, we may be sure that at the present price of one 
rupee he wdil buy less glii than when his income Was larger,. 
— perhaps only two sers instead of five : he still wants as 
much glii as before, but he can no longer spare the same 
amount of money for it because he has less money to spend. 
Again, it is fairly certain that he would now have to give 
up ghi altogether at a lower price than when his income was 
larger, and that he wiU not be able to satisfy Ms want com- 
pletely at the price where he could have done so with a larger 
income. Thus his Demand Schedule will have the same 
general form as before, but it will be lower throughout, that 
is to saj^, at any given price he wiU buy less glii than before. 
The figures would compare somewhat as follows : 
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TIae same sort of change would have to be made In his 
Demand Schedule for ail the commodities which he still 
useS j and in this way his reduced income would be distributed 
so as to secure him as much utility as is possible in his altered 
circumstances. On the other hand, if his income, were 
largely increased, the changes in his Demand Schedules 
would be in exactly the opposite direction ; he would now 
be able satisfy his want completely at a rather higher 
price for each commodity, he would continue consumption 
at .prices where with a lower income he would have harl to 
give it up, and between these limits he would be able to buy 
rather more than before at any particular price. His 
Demand Schedules would be raised throughout. 

When a large change of. income takes place suddenly, a man 
usually alters his way of life, and for the time being he has 
few habits to aid him in settling his expenditure ; but he 
copies the habits of his neighbours, and the new way of life 
very soon becomes habitual, and then (as before) much of 
his expenditure is regularly incurred, and he has to think 
mainly of the point up to which he shall carry his consump- 
tion of particular commodities. His position then is just 
the same as before, except that the Demand Schedules ha%^e 
been raised or lowered as the case may be,' — raised if his 
income has . increased, and lowered if it has been diminished. 
Where the change of income is gradual, as in the case of a 
pleader whose practice is improving, or of an official whose 
pay rises by small periodical increments, the changes in; 
Demand Schedules are also gradual ; the consumer's way 
of hfe is not changed suddenly, hut the result in the long 
run is the same. 

Students will see then that the figures in a man's Demand 
Schedule must necessarily change with each change in his 
income, but that the general form of the schedule does not 
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change ; in e¥ery case there is an upper limit and a lower 
limit, and between these limits the quantity demanded 
increases as the price falls and diminishes as the price rises. 

' The relation between Wants and Demand will be apparent ' 
from what has been said above. A man feels a Want, and 
that is all that can be said about it ; his Demand '"lor "a 
commodity to satisfy the Want varies, with the price of the 
commodity in the way that' has been explained.:' A coolie 
probably wants ghi for his everyday food, but Ms Demand 
for it does not interest the sellers of ghi, because he 
^' W'ould only buy it at a price very much lower than that 
which prevails. If however the price of gM were to fall so 
much that the coolie could buy some of , it every day, then 
his Demand would become effective, and it would then 
interest the 'dealers. On the other hand, as the price of 
gM rises, it may become’ in excess of the upper limi t of the 
schedules of many consumers, and as they give up its use, 
their ; Demand for it ceases to , be effective. To take an 
extreme. case, if the price were to rise so. much- that ghi could 
only be bought for its weight in gold, ■ there would be very 
.few purc,hasers left in India ; the price would be so Mgh. 
that .no ordinary person would tMiik of makihg a purchase, 
and.gfJw would be bought only by one. or. two men in. any .city, 
who might be willing to buy small quantities for use on 
special occasions. Ordinary people would continue to 
want as much ghi as before but they could not possibly 
demand it at that price. 


CHAPTER XXIV. 


DEMAND OF A COMMUNITY. 

So far we liave spoken of the wants and the dem,an.d of 
indiYidual persons. The student must know first the nature 
of these, because communities are made up of individuals, 
and the demand of a community is mad© up of the demand 
of the individuals whom it comprises ; but he must also 
know the nature of the demand of a community, because 
the science deals with communities rather than individuals. 

If nearly all the members of a community enjoy about 
the same income and live in the same style, then a Demand 
Schedule drawn up for an ordinary individual of the com- 
munity will represent with fair accuracy the demand of the 
community if the quantities shown in it are multiplied by 
the numbers of the community. For instance, if we know’ 
that an ordinary student demands two sers of gM when 
the price is one rupee, and if there are 1000 students at the 
college, all living in the same way and spending about the 
same amount of money, then the demand of this community 
of students at this- price would be just about 2000 sers.' It 
-is true' that the community would include some students 
- who- consume rather less gM than the ordinary student,: but 
it is also true that there .would .be others ■ who co-iisume 
rather more, and the excess, of consumption of these /wil, 
as a matter of fact, just about make -good the deficient con- 
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sumption of the others, so that the consumption will be just 
about the same as if ail the students consumed exactly the 
same amount. This is equally true of the consumption at 
other prices, so that in a homogeneous community (that 
is, one where the incomes of individuals and their ways of 
Mfe, do not differ greatly) the demand of the oommunity is 
directly proportional to its numbers and can be accurately 
represented by a , schedule drawn up for any ordinary 
individual. 

Where the community is not homogeneous, a little adjust- 
ment is required in order to prepare a schedule that will 
show the Demand of the whole. To make such a schedule 
it would be necessary first to prepare schedules for each of 
the different classes of which the community is comprised, 
and then to combine them. In an ordinary Indian town 
for instance, we should have to prepare schedules of 
demand, first for the large class of families whose income 
is from six to eight rupees, then for the class whose 
income is between ten and fifteen rupees, then for the 
class of from twenty to thirty rupees, and so on ; and 
if we knew approximately the number of families con- 
tained ha each class we could calculate the total demand 
at each price for the entire population of the town. 
The preparation of such schedules would require a 
considerable knowledge of statistics and also some judg- 
ment in their use, as students will find when they come 
to study statistics ; but the important point is that such 
a schedule, though it would be longer, would be of precisely 
the same type as the schedule for an ordinary individuai. 
For any commodity there would be a limit of price so high 
that no one in the town would think of bujnng any of it ; 
if there are very rich men living in the town, this limit 
might be very high as we saw in the last chapter, but it 
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would exist. And in the same way there would be a limit 
so low that eYen the poorest - classes could satisfy their 
wants completely, though it would be a very iow^ limit 
indeed. , And between these limits there would be the fact 
already noticed that the demand "would increase as the price 
falls, and would decrease as the price rises. 

This in fact is the general Law of Demand, and it is true 
of very nearly every commodity and very nearly every 
community ; /a rise in price diminishes demand, and a fall 
in price increases demand.: This law has sometimes been 
stated in such a way as to lead people to think that the 
relation between price and demand is proportional, in the 
arithmetical sense of the word ; that is to say, that if the 
price is doubled, the quant it}^ demanded would be reduced 
to one-half, and so on. It is certainly not the case that any 
general statement can be made as to the proportion in the 
case of all commodities and ail communities ; enough is not 
yet known of the facts of consumption to enable us to maKC 
statements as to the proportion in the case of particular 
commodities, and this is a Hne of study which ought to 
3deld valuable results to Indian economists, who have the 
advantage of more extensive statistical information than 
many countries enjoy, especially in the octroi returns of a 
large number of towns and cities.. Further study then may 
make it possible to deduce laws regarding the proportionate, 
variation of ' demand . and price in the case of some classes 
. of commodities, which would' be 'a- valuable addition, to, the 
science; but, ^ at present the Daw of Demand can, only 
indicate that demand will rise or fail, and camiot indicate 
bv how' much it is likely to change in the case of any par- 
ticular commodity. 

Like other economic laws,, ■ the,- Law of Demand iS; not 
entirely without exceptions, but they are rare, and ,o! , little 
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practical importance. One exception is found in the case 
of commodities which have little or no utility except their 
ra^rity. At present people pay very ''high prices for diamonds 
beeanse they are very scarce and the ownership of them 
gives distinction ; but if diamonds were to be sold at the 
price of glass it , is probable that very few people would buy 
them at all, so that in this case it is not certain that a very 
large fall in price would be followed by an increase in demand. 
On the other hand it is possible that if diamonds could be 
bought by the ser or the maund, some new utility -would 
be found in them, that is to say, they might be found useful 
in satisfjnng some want other than the desire for rarity, 
and in that case the demand might be largely increased. 
There are -also possible cases where a rise in -price may be 
followed by increased demand.' In a famine, for instance, 
the prices of all food-grains "rise very high ; many people 
who in ordinary times eat wheat-flour are then unable to 
buy it and buy coarser and cheaper grains such as millets or 
barley instead, and the demand for these may thus increase 
w^hen the prices rise. Students will And it instructive to see 
if they can think of other exceptions to the general law ; 
they wili not be able to discover many, but the attempt 
to do so will give them a definite idea of the extent to which 
the Law itself is true in ordinary life« 

The exception last mentioned leads us to a point which 
requires a short notice in order to ma,ke the account of 
demand correspond more accurately with actual facts. 
It is rare to find that a particular w^ant can be satisfied only 
by a particular coinmodity ; as a rule there are several 
commodities, any one of which will satisfy the want, and 
the use of one of these rather than the others is partly a 
question of price 'and partly also a matter of habit and 
custom. Thus in the case just given the want of food can 
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be satisfied by the use of barley or millets as well as by the 
use of wheat ; and in the same way various vegetable oils 
can take the place of gU. People in a certain position are 
accustomed to use wheat and ghi, and they keep to these 
as long as they can ; but when prices rise greatly they may 
find themselves forced to use the cheaper substitutes. 
Many persons again are accustomed to drink spirits to 
satisfy their want for stimulation ; but when spirite are 
hard to get and very expensive, some consumers will use 
other stimulants instead, possibly opium, or drugs prepared 
from hemp or other plants, or on the other hand tea or 
cofliee. The efiect of this principle is to modify the figures 
in a Demand Schedule for any particular commodity, but 
not to change the shape of the schedule itseM. The extent 
of its practical importance varies greatly among difierent 
communities. In those where the force of custom is strong, 
people satisfy their wants as long as possible in the way to 
which they are accustomed, while in others they are much 
readier to change their ways, and are even in some oases 
anxious to try every new way of satisfying an old want. 
Thus whenever we attempt to study the consumption of 
any particular commodity, we have to consider both 
the other commodities which can take its place, and 
the rapidity with which customs change in the com- 
munities which are being studied. This side of the question 
is often overlooked in actual life. Students have no douht 
heard or read of the enthusiastic temperance reformers 
who endeavour to stop the consumption of spirits in 
some communities. Some of them are apt to think that 
their object could be achieved at once if the manufacture 
and sale of spirits were stopped, and they look to the 
government to do this. But experience in India, as well 
as in other countries, shows that this course will not prevent 
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people from wanting stimulants ; so long as tliey want 
stimulants, they will consume the stimulants they can get, 
and if they cannot get spirits they will take some of the very 
dangerous drugs that will satisfy their want. The men who 
wish to effect a change in consumption (whether of spirits 
or of 'any other commodity) must attain their object mainly 
through the consumers ; that is to say, they must persuade 
the consumers to leave the particular want unsatisfied, or to 
satisfy it in ways that are not open to objection. Wants 
such as the want of stimulants are very largely the result 
of custom and fashion, and, as we have seen, people can be 
persuaded to change their customs and fashions, and then 
the want will be no longer felt or will be felt much less 
intensely. The question of temperance reform is one of 
great importance, but it cannot be discussed fully without 
a wide knowledge both of Economics and of other sciences 
that deal with human life ; it is mentioned here merely 
as an illustration of the kiud of problem that has to be 
considered in connection with consumption and demand. 

In showing how an individuaFs demand for a commodity 
could be set out in the form of a schedule, we had to confine 
our attention to such commodities as are bought regularly 
in small quantities. It is not possible to make out a schedule 
of an ordinary individuaFs demand for commodities which 
he only buys occasionaUy and which last for a long time ; 
we cannot, for instance, set out in this way an indi vidua! 
student's demand for shoes, or teimis bats, or watches, or 
bicycles. But in the case of a community, it is possible to 
make out schedules for such commodities if the community 
be large enough. Thus in a college of 1000 students, there 
are always some students who are thinking of buying new 
shoes, or new tennis bats, but doubting whether the utility 
to be obtained is worth the price, Jf the price faUs, some 
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of these will decide to purchase, and the lower the price the 
more purchases mil be made ; while if the price rises, the 
purchases will be fewer, as some students will decide to wear 
their old shoes longer or to do without a tennis bat. ^ It is 
almost impossible to get enough information to enable us 
to prepare complete Demand Schedules in such oases, but 
we can see that the schedules must be of the same general 
shape as those for commodities like ghi, and that the Law 
of Demand applies equally in their case. Again, in a to-wn 
of 10,000 inhabitants, the number of people w%o on any 
given day are thinking of bujdng bicycles is probably so 
small that no definite statement could be made as to the 
number that would be sold at different prices, and the price 
might rise or fall largely without making much change in 
the number sold ; but in a city with several lakhs of 
inhabitants, the number of possible buyers may be so large 
that every change in price will affect the number sold, just 
as every change in price affects the sale of ghi. The Law 
of Demand thus holds for all classes of commodities (subject 
to a few exceptions already dealt with) in every community 
where actual or possible purchasers of the commodity are 
to be found in considerable numbers, and the larger the 
number of purchasers the more closely will the Demand 
vary with every change ill price. \ 






CHAPTER XXV. 


PRELIMINARY CONSIDERATIONS. 

We have now discnssed the conditions under which wealth 
is produced and ooiisuiOLed ; in the present Rook we have 
to see in what way the production of particular commodities 
is adjusted so as to provide the amount required for con- ■ 
sumption. This adjustment is usually spoken of as the 
Equilibrium of Demand and Supply. : Demand as we have ' 
seen means the quantity of a commodity demanded, and 
it varies according to the price at which the commodity 
can be bought : Supply means the quantity of a commodity 
offered for sale, and as we shall see later on this quantity 
also varies with the price.:: The quantity of a commodity 
offered for sale must depend in the long run on the quantity 
produced, and so the terms Supply and Production are 
closely connected together and refer to the -sellers, just as 
Demand and Consumption are closely connected together 
and refer to the purchasers. Equilibrium means literally 
even-balancing, and the word can be applied to scales in 
which things' are weighed, . when the’ two sides balance 
■ evenly ; for our present purpose the. word indicates that the 
Demand and the Supply balance, that is that they are equal. 

Stated 'in a concrete fo,rm, the question for consideration 
is this : How does it come about that. a particular quantity 
of wheat, or glii, or cotton cloth, or . a particular number 
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of watches, or bicycles, or pairs of shoes, or any other 
commodity, is produced and sold at a particular price ? ■: In 
what way is the quantity or number determined, and hbw 
is the price fixed f The answer to this question is the 
central part of the science of Economics. 

Students will notice that there appear to be two questions, 
and not one : there is the question of quantity or number, 
and there is the question of price. One of the chief diffi- 
culties in Economics arises from the fact that it is not 
possible to treat these two questions separately, and to 
say either that Supply and Demand determine Price, or 
that Price determines Supply and Demand. As we shall 
see more clearly later on, these three things are inter- 
dependent, and a change in any one of them is likely to 
lead to changes in the other two : a fall in price usually 
leads to a reduction in the quantity ofiered and to an 
increase in the quantity demanded : an increase, in the 
quantity offered usually leads to a fall in price and to an 
increase in the quantity demanded ; an increase in the 
quantity demanded usually leads to a rise in price and an 
increase in the quantity supplied. We are compelled, 
therefore, to treat the two questions together ; and when we 
are for the moment looking at a change in one of the three 
quantities, we must bear in mind that aR the three quantities 
are Kable to change, and that any change in one is both 
a cause and a consequence of changes in the others. 

So far as the earliest stages of production are concerned, ^ 
there is little difficulty in answering the question that is 
now before us. To take the simplest possible case, we may 
consider men Rving in a forest who get their food by pick- 
ing fruit from the trees. A man starts out very hungry, 
that is to say his want for food is intense : he goes through 
the forest picking fruit and eating it as he goes ; as he eats, 
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Ms want for food gets less intense, and at- the same time he 
begins to get tired with the effort of walking and of reaching 
or climbing for the fruit. If there is plenty of fiiiit close at 
hand, he will satisfy Ms want completely before he gets 
tired ; but if the fruit-trees are far apart and the fruit is 
difficult to reach, he may get tired of the exertion before he 
has had a full meal, and he has to decide to bear either the 
unpleasantness of further fatigue, or the unpleasantness of 
the unsatisfied want of food. The w^ant of food grows less 
as he eats, that is to say the utility to him of more fruit 
becomes steadily less, and at the same time the unpleasant- 
ness of fatigue becomes steadily greater. Or we may 
describe the unpleasantness of fatigue as the want of rest, 
and say that while the utility of food is. decreasing,, the 
utility oi„„jest is Increasing. Sooner or later then he will 
want rest more "than food, and will lie down and go to 
sleep. In this case the -man balances, one against the 
other, the utility of food and the utility of rest ; when he 
is very hungry, that is when the utility of food to him is 
very great, the utility of rest is negligible in comparison ; 
but as time goes on, the two become more nearly balanced, 
and at last the utility of rest becomes the greater. 

. In the early" stages of production then, when men are 
producing for then'cvn consumption, and think neither of 
selling nor of buying, they balance the utility^pf the com- 
modities produced against the efforts and unpleasantness 
required to produce them. With plenty of fertile land and 
good cattle, a cultivator may produce all that Ms family 
wants, without . excessive effort.-^ on -Ms 'part but if his 
holding is small, or his land is poor, or his cattle are weak, 
he may decide that it is best to- leave ' some of his wants 
partiaUy unsatisfied, because the^ extra effort required to 
satisfy them completely is not worth his while.- - 
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;':T is’ sometimes convenient to' liave a. single word to 
denote the efforts and unpleasantness involved in tlie pro- 
cesses of production : these are, as we have seen, Just the 
opposite of Utility, and if we speak of them as Dis-utility, 
then we may say that the cultivator balances the utility 
of the things, produced against the dis-utility of producing 
them, and carries his production up to the point where 
the dis-utility involved becomes as great as the utility. 

The matter becomes more complicated when we pass to 
the later stages of production, in w^hich men buy most or 
all of what they consume, and sell most or all of what they 
produce. In this case, as we have seen in the last Book, 
the purchaser balances the utility oi the commodity, not 
against the dis-utility of producing it, but against the price 
that he has to pay ; and we havp now to take up the con- 
‘sideration of the seller ^s part in the transaction. Before, 
however, we enter on this, we must understand the meaning 
of the word Market, which we shall have to use frequently 
in the following chapters. In every-day language, the word 
is used in at least two meanings. The most familiar of 
these in India is probably the meaning which it bears in 
municipalities *, in this sense a market is a building or 
enclosure where several kinds of provisions and other goods 
are offered for sale under conditions regulated by the 
municipality, This is not the kind of market wdth which 
we are concerned. The other meaning of the word is 
indicated in such terms as the stock-market, or the wheat- 
market, or the rice-market, which may be seen in the com- 
mercial columns of the newspapers, and these markets 
approach closely to what the economist means by a market. 
vWe may define a Market for any commodity as a place or 
region where buyers and sellers of it are in free intercourse 
with one another. } The buyers and sellers may all be in one 
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place, as in the' gram-market or the cotton-market of an 
np-country town ; but this is not a necessary condition, if 
the postal and telegraphic facilities are such that people 
can maintain free intercourse while living at a distance. 
Thus, almost the whole of northern 'India forms one stock 
and share market, with its centre in Calcutta, and people 
in Lucknow or Cawpore or Delhi or Lahore, who want to 
buy stocks or shares, carry out their transactions in Cal- 
cutta with the aid of the post or telegraph. 

In order, how’ever, to study the conditions that prevail 
in a market, it is best to devote attention in the first place 
to one where the buyers and sellers meet in one place : 
such markets are to be found in all Indian towns of any 
importance, and they deal m commodities such as grain, 
or cotton, or sugar, which are produced in the locality. 
There are numerous traders who have their places of busi- 
ness close together ; at any given time some of these want 
to buy the particular commodity dealt with in the market 
and others vv-ant to sell ; and the same trader w^iLl some- 
times he a seller and at other times a buyer of the same 
thing. Traders, whether they are sellers or bu 3 ^ers, have 
to think of a large number of factors even in a small market : 
sellers want to know the buyers’ Demand, that is the 
quantity which will be bought at each price ; buyers want 
to know the sellers’ Supply, that is the quantity that will 
be offered for sale at each price ; each seller w^ants to know 
the position of the other sellers, and each buyer wants to 
know the position of the other buyers ; all alike w^ant to 
know -whether prices are gomg to be higher or lower in the 
near future, whether the consumers’ demand is .likely to 
increase or diminish, and -what is the prospect .of an. increased 
or reduced supply. Even a small market then is a com- 
plicated organisation ; and when the same commodity is 
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dealt with in various markets, and can be brought from one 
to the other, the complication may become very great. 
A dealer in wheat in Cawnpore, for instance, must know 
as much as possible not only of the position in the Ca’vm- 
pore market, but also of the other large markets in India ; 
he must think of Delhi, and Hathras, and Calcutta, and 
Bombay, and Karachi. And, further, he must think about 
other countries, so that an up-country trader in India 
sometimes wants to know the attitude of traders in London, 
and Liverpool, and New York and Chicago. We must, 
therefore, approach the study of a market by degrees, 
taking first very simple cases, and gradually introducing 
new considerations until we can form an idea of the working 
of an actual market. 

There are, however, two points which are common to all 
markets. In the first place, sellers want to get the highest 
possible price, and buyers want the lowest possible price ; 
no trader will sell wheat at three rupees a maund if there 
is a buyer present who will give three rupees and one anna ; 
and no buyer wiU give three rupees if there is a trader 
ready to sell a.t two rupees and fifteen annas. The buyer 
then wants to know the prices that all sellers are asking, 
and the seller wants to know the prices that ail buyers are 
offering. The second point follows from the first ; at any 
one moment there can he only one price at which sales 
actually take place, though that price may change fre- 
quently even in the course of a single day. A seller must 
know not only what buyers are offering, but what other 
sellers are asking, because it is no use for him to ask a 
higher price than others ask ; and in the same way a buyer 
must know what other buyers are offering, because it is no 
use for him to offer less. We have now to see how such a 
market will settle on a particular price. 


CHAPTER XXVI. 


TEMPORARY OR MARKET EQUILIBRIUM. 

We must begin this study of equilibrium in a. market with 
a simple case, and we will take a market for wheat lying so 
far from the railway that wheat does not reach it from a 
distance j and that export is not practised. We will assume 
also that cultivators do not bring their own wheat to market, 
but sell it to traders in their village, and that these traders 
are the sellers in the market ; the buyers are the shop- 
keepers, who win sell it retail to consumers in the tovm. 
Markets of this t3rpe were formerly common in India, and 
they are still to be found, though the construction of rail- 
ways has now made most of them largely dependent on 
import or export. We also suppose that there is no 
combination between sellers on the' one. hand or buyers on 
the other, but that each individual is buying, or selling,, 
independently and, for his own interest. Let us consider 
the worldng of such a market early in December, in a 
season when the next crop of wheat has been sow on 
' ■about the . usual area and the crop has' made a fa>iriy good 
start, so that there are no unusual circumstances to take 
into account. On the morning of the market-day the 
■ traders will come in from the villages with carts or, pack- 
animals carrying the quantity of grain which they tldnk 
they can seU. They know (and the shopkeepers know too) 
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that on th.e last market-da.y the price was three rupees a 
maund, and they know by experience that at this price 
about 2000 maunds are usually sold, this being what the 
town will require for a week’s consumption. Each seller 
tries to keep his o^vn affairs a secret, but the other sellers, 
and also the buyers, know in a general way whether he is 
anxious to seB much or little ; and it is known that the 
total stock in the traders’ possession will supply' 2000 
maunds a week till harvest and leave a small surplus io 
hand when the new crop is ready. When the market opens, 
the shopkeepers go round asking the price of the various 
traders, but at first making no purchases ; at the same 
time they estimate the amount that has been brought for 
sale, and see ff any particular dealer appears anxious to 
sel or has brought an unusuaUy small or large quantity of 
wheat. The traders are at the same time seeing what 
other traders have brought, and are trying to find out if any 
of the shopkeepers are unusually anxious to buy. We will 
suppose that on this market-day the stock for sale is about 
2000 maunds, and that no one is specially anxious either 
to seB or to buy. After some time spent in examining the 
position, and in making offers at different rates, both sides 
mB realise that there is no hope of the price being altered 
in their favour, and first one and then another shopkeeper 
wiB make his purchases at the existing rate, until by the 
afternoon the whole stock is sold off. 

This is the simplest possible case of equilibrium ; there 
^are about 2000 maunds for sale at three rupees, and the 
demand at that price is just about the same as the supply ; 
the w'hoie quantity is therefore sold at that price. Now let 
us suppose that on the next market-day the traders bring 
in about 2000 maunds as before. But this time they notice 
that some of the buyers are anxious to buy quickly at this 
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price ; they do not know of a reason, but they infer that 
for some reason or other more wheat is M'anted for con- 
sumption, and they raise their price by two annas a maund. 

At this price perhaps none of the shopkeepers whi buy , 
then one or two of the traders ask three rupees one anna, 
and at this price transactions begin to take place, some 
shopkeepers bu3dng and others still holding aloof in the 
hope that the price will again fall. As the day goes on the 
market gets to know that a large body of troops is shortly 
coming to the neighbourhood for training, and that this 
was the reason why some shopkeepers were anxious to 
buy, because they knew that the demand for wheat for 
consumption would be increased by the presence or the 
troops. The shopkeepers who did not know this, and have 
so far made no purchases, now become anxious, as they 
see that a good deal of the stock has been sold, and they 
begin to offer three rupees one anna ; but the traders will 
see their anxiety to buy, and will again raise the price lor 
the wheat they have left. Some shopkeepers wdl now 
reduce their purchases and buy less grain than they m- 
tended : the price will probably fluctuate for a time, some- 
times rising and sometimes falling, according aS t e re 
maining shopkeepers press forward to buy or hold off for 
a time, and by the evening the entire stock wiU have been 
sold, at prices somewhat higher than those that prevailed 

on the previous market-day. 

Next, let us watch the market early in January, sup- 
posing that there has been good rain at the end of Decem- 
ber, and that the new wheat-crop is promising 
exceptionally large jdeld. It wiU be remembered that the 
traders as a whole have a larger stock than is required^ioi 
consumption up to harvest-time ; ^ and those 
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use for tile wlieat except to sell it, and they fear tha.t when 
the new crop is harvested the supply may be so large that 
prices will fall substantially ; so they decide to try and sell 
as much as possible before this fall in price occurs. Those 
traders then who have a large stock bring rather more 
grain than usual to this market, with the result that the 
total supply is, say, 2200 maunds. But the shopkeepers 
also have been considering the weather and the prospects 
of the next crop ; they know of no unusual requirements 
for consumption, now that the troops have left the neigh- 
bourhood ; and when they see signs that the supply is 
larger than usual and that some holders are anxious to sell, 
they will at once begin to offer less than the usual price of 
three rupees. Then there will be bargaining and hesitation 
as before, but unless the traders are prepared to take some 
of their stock home again they must accept lower prices 
in order to dispose of what they have brought. There is 
again equilibrium between the amount demanded and the 
amount ohered, but the equilibrium is at a lower price. 

Let us take one more market-day, and let us suppose 
that a few days before it a sever© frost has occurred at the 
critical period when the crop is liable to damage. Both 
traders and shopkeepers knovythat the new wheat crop 
has been severely injured ; it is too early to estimate the 
yield, but they have reason to think there will not be 
enough wheat to supply the town with 2000 maunds a week 
for the whole year. Then all the traders will see that the}^ 
are hi a position to ask for higher prices at once ; any 
quantity not sold now will be sold later on, and they do 
not want to sell much at once, because they cannot yet 
estimate what the future supply whi be. So on this day 
the supply brought to market is seen to be very small, 
perhaps only 1200 maunds in all, and the shopkeepers 
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recognise at once that they will have to pay much higher 
prices, and so will require much less wheat, than usual. 
Perhaps they will "begin by offering three rupees eight annas, 
while the traders begin by asking four rupees: Possibly 
little will at first be sold at one or other of these extreme 
prices, but there will be the usual bargaining and hesitation, 
and eventually the market-price will settle at perhaps three 
rapees twelve or three rupees fourteen annas. 

This description of the course of a market le§,ves out 
many complications that oecur even in a small local market 
in ordinary life ; but it is intended to bring out clearly the 
central fact of the equilibrium between Demand and Supply, 
and the complications do not alter this fact, though they 
may make it harder to see. The buyers are guided by wliat 
they know about the Demand c! the peoxrle for whom they 
are buying : they imow by experience that the consumers 
in the town will buy a certain quantity of wheat at an,}?’ 
particular price, and that this quantity falls as the price 
rises. They are bu}dng merelj^ to sell again : if they buy 
too much, they will not be able to. sell it all at the corre- 
sponding price, and will lose the profit they hoped, for on its 
sale. If, on the other hand, they buy too little, they will 
not have enough to sell at the corresponding price, and will 
lose profit they might have made on the larger quantity.^ 
The sellers, on the other hand, are only anxious to sel for 
the highest, .possible price, and the higher the price the 
more they will sell. The fiinction of the market, that is 
■ of ..the .free intercourse between buyers and sellers, .is . to. 

^It is of course possible, that tlie' buyers .might see a.chaneeyjf 
getting a larger' profit by ofieriiig. a small quantity at,a> very liigli 
price than a larger , quantity .at a lower price. Shopkeepers are 
occasionally siispectecl of .such action, .especially .in. the early stages 
of a famine ; buh.the mor©'USuab,positioii 'is' that-, the largest, profit 
.. is made by. the .largest possible ''sales. ^ 
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find out the price at wMcli the wishes of the two classes 
will coincide ; the individuals in each class have to find out ' 
as best they can both the view's of the other class and the 
views of the other individuals of their own class^ and the 
extent to which they are able to do this is an indication of 
the degree to which any existing market approximates to 
the perfect market of our definition.' 

In the next chapter we shall indicate some' of the chief 
complications which in this first sketch w© have left out 
of account, but before turning to them there is one point 
worthy of notice in the description that has been given. 
People are very apt to become angry with those who possess 
a supply of an important commodity, such as wheat, when 
they raise the price, as we saw it raised on the occurrence of 
the frost. “ These traders were ready,"’ it will b© said, to 
sell at three rupees; what right have they to raise the 
price to four rupees and make poor people go hungry ? " 
Now the student of Economics is not interested in the 
question of right ; he knows, that as a fact owners of a 
commodity will raise the price in such circumstances ; he 
knows that legally they have a right to do so ; and he 
leaves the question of moral or religious right to be dealt 
with by the teachers and preachers -who tell people what 
they ought to do. But the economist can point out that 
the efiect of this raising of prices is to secure a provision of 
food later on for persons who might otherwise starve. 
This fact will become plain if we look back for a moment to 
the first stage of Production, and see what would happen 
there on the occurrence of a calamity such as a severe 
frost. The cultivator, who is growing food for his own sup- 
port, will see at once that, as a result of the injury caused 
by the frost, he will not have enough gi*ain to feed his 
family until the next harvest ; he had calculated that the 
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yield of the spring crops would he sufficient for this purpose 
until about October or November, when the autumn crops 
would be harvested, but he now sees that if he continues 
to consume grain at the ordinary rate his stock will be 
exhausted in July or August. He must, therefore, as a 
prudent man reduce his consumption of grain at once^ and 
reduce it so much that h^ existing stock and the 3neld of 
the spring crops taken together will last until the autumn 
crops are ripe. He and his family must then go through 
the summer with insufficient meals ; but they will, of course, 
do whatever they can to supplement these meals by gather- 
ing wild fruits, and by growing vegetables or garden crops 
that will give additional supplies of food during the period 
of scarcity. 

Now this is exactly what happens in the town, when the 
traders of our lEustration raise prices. If they continued to 
sell at prices which would allow of consumption continuing 
at the rate of 2000 maunds a week, then the entire stock of 
wheat would be consumed some time during the following 
summer, and by the winter there would be no wheat left. 
The effect of their raising prices is to make the consumers 
reduce their consumption at once ; they can no longer get 
full meals of bread made from wheat, and must live on meals 
reduced in quantity and supplemented by any other kind 
of food they can get, and in this way the stock of wheat 
is economised (in the ordinary sense of the word), so that 
there shall be some wheat available throughout the whole 
of the period of scarcity, instead of the whole of it being 
consumed in the early stages. 


CHAPTER XXVII. 


MARKET EQUILIBRIUM : SOME COMPLICATIONS. 

We will now notice some of the chief, complications that 
are found in the actual working of a market. ; In the first 
place, we may suppose that some cultivators bring their 
wheat for sale in the market, and that thus the entire 
supply is not in the hands of traders. In markets where 
cultivators bring a considerable proportion of the totH 
supply, the position of both buyers and sellers is rendered 
more difiicuit. Cultivators cannot know so much about 
the conditions either of demand or of supply as the traders 
and shopkeepers, whose main business it is to acquire 
this knowledge ; they will be infiuenced mainly by what 
they have heard as to the price which prevailed last market- 
day, but they will also be influenced by other considera- 
tions, especially by their need of money at the time. Thus 
it ma35^ happen on any particular day that the supply of 
wheat is much larger, or much smaller, than usual, because 
many cultivators, or, very few, cultivators have come in : 
the general course of the market will not be afieeted, but 
traders may find that the price must be lowered, or shop- 
keepers that they must pay higher prices because of this 
unexpected condition. In any case the cultivator is not 
likely to get the best possible price : he cannot estimate 
the stocks and the intentions of the people present as 
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accurately as the regular traders and shopkeepers, and if 
— as is usually the case — he is pressed for money, he will 
probably , accept the offer of a shopkeeper and sell at a 
somewhat lower price than the conditions of the market 
would justify. This sort of thing happens in all markets ; 
some dealers are more expert and have better judgment 
than others, and are thus often able to get a slightly higher 
price if they are sellers, and a slightly ■ lower price if they 
are buyers, than other dealers who are less expert ; and 
some dealers may for private' reasons be forced to sell or 
buy at prices which in other oases would, not satisfy them. 
The consequence is that in actual life it is very rare to find 
the whole supply in a market sold exactly at the equi- 
librium-price for the conditions prevailing ; some will have 
been sold rather cheaper, and some will have been sold 
rather dearer, according to the needs and capacities of 
individual dealers, but as a rule the total sum of rnoney 
realised will be found to agree very closely with what it 
w^ould have been if all sales had taken place exactly at the 
equilibrium-price. 

■ Next we may notice the complications resulting from the 
possibility of import and yxport. We may suppose that 
a railway has been opened to the towm which w^e have been 
considering, so that import and export becomes possible, 
and that representatives of merchants from Calcutta or 
Cawiipore attend the market to buy wheat if they can get 
it at prices that suit them. When they first make their 
appearance, the whole market will be disorganised ; the 
traders wdio have brought -wheat to sell will have no idea 
what these new buyers want, and the shopkeejiers will be 
equafiy ignorant. But .they will soon .get - accustomed to 
' the change ■ : ' they will find that .these .merchants are J us.fc 
in til ft same nosition as the shopkeepers in tiiat the amount 
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they will buy depends on the piice^ that they wil buy 
more as the price falls 'and less as the price rises. There 
are now more buyers in the market than before^ but the 
method by which an equilibrium-price is reached remains 
unchanged. The local men have, however, difficulty in 
forecasting the action ' of the buyers from a distance : 
they have learned by experience the local Demand and the 
local Supply, but the merchants besides taking account 
of these factors think of the market conditions in Calcutta 
and Cawnpore and elsewhere ; they may buy very largely, 
and so raise prices, because they know that prices are 
higher still in Calcutta, or they may abstain altogether 
from buying and so. send prices down if they know that 
prices in Calcutta are low. Thus the local men must 
extend their knowledge if they are to succeed in tiieir 
business (the business that is of selling af the highest, 
and buying at the lowest, possible prices) ; they must 
learn as much as they can of the course of prices in the 
markets with which their market has become connected, 
so that they may be in a better position to forecast the 
action of the merchants who come from those markets. 

This change from independent to inter-connected markets 
has taken place ra^pidly in northern India during recent 
years, and markets such as that described in the last 
chapter are now the exception, where formerly they were 
perhaps the rule. Even in quite small towns, the dealers 
in wheat, cotton, and other staples maintain close relations 
with the ku’ger markets ; it is by no means uncommon for 
up-countr37- merchants to get a telegram every morning 
indicating the course of the markets in Calcutta, while 
at times of special activity telegi’ams from London or from 
Chicago may be read in towns of which ordinary people 
scarcely know the names. 


MARKET EQUmBRIIM : ' COMPM^^ 

A third series of coMplications arises when' the bE3rerSj 
or the ' sellers, in a market com'bine together instead of 
competing -with one another. We may suppose that in 
' the market described in the last chapter all the' dealers 
come to an agreement as to the amount of wheat to be 
offered and the price at which it wil be sold ; they might 
then be able to maintaiQ, the equilibrium at this price, and 
the individual shopkeepers could merely take the amount 
offered at that price. This complication is not uncommon : 
in some countries the legislatures are actively engaged in 
endeavouring to prevent such combinations (known as 
monopolies, rings, trusts, combines, and by other names) 
from raising prices be5^ond the point that is considered, 
reasonable ; and economists have in recent years devoted 
a large amount of study to the theory of combinations and 
monopolies. Students will have to make themselves 
familiar with this subject at a later stage ; for the present 
it is sufficient for them to know that a combination of 
buyers or sellers may, at any rate for a time, make, a 
' material difference in the quantity of a commodity sold 
and io. the price which it fetches, v 

allowance must be made for the fact, which has 
already been indicated in the previous Book, that as a 
rule a want can be met by more commodities than one, 
and that if a particular commodity rises hi price consumers 
. are likely to use some other com,modity in its place.;: . Thus, 
merchants who deal iiiahily in .wheat... cannot confine their 
Attention to that grain,, but must know also the conditions.' 
■ of .demand and supply in relation to other- grains, .such as 
barley and millets and pulses. If some of these are cheap 
when wheat is dear, consumers will substitute them for 
wheat, and then the Demand for wheat will fail more 
than if no substitute for it were possible ; or, on the other 



I' '* 

I Vi ' .V, 


:f 

i i ' ' 



.'i 







196 AN INTRODUCTION TO ECONOMCS 


hand, the demand for wheat may he increased by a failure 
of the rice crops if rice becomes so dea,! that consumers 
substitute wheat 'for it.' Even in a small market, then, 
dealers can rarely confine their' attention to a single grain, 
but must know' all they can about supply and demand in 
the case of each of the grains ordinarily used as food ; and, 
as a matter of fact, the trade in the various grains is very 
often conducted by the same set of dealers. 

'.' Next we come to the important question of holding up 
stocks. ^ We have supposed for the sake of simplicity that 
dealers bring a certain quantity of wheat to market and 
take, none of it back. But m practice, and especially where 
a dealer has Ms store near the market, this is not the usual 
case ; the commodity need never be exhibited in the 
market, or it may be sent back to the store unsold. Thus 
sellers can offer much or little according as they see the 
demand to be brisk or slack, and buyers cannot often judge 
of the amount that is available for sale merely by the 
number of carts or sacks actually exposed in the market- 
place ; they must get what information they can on this 
point from other sources and draw inferences from the 
attitude of the sellers. Buyers, on the other hand, can, and 
often do, hold a stock in excess of what they need for 
immediate consumption ; they can then buy less if prices 
are Mgh, and draw on their stock until next market-day, 
or they can buy more if prices are low and add to their 
stock for the time being. Thus buyers and sellers alike 
cannot judge merely by what they see, but must constantly 
use their judgment to conjecture what other people really 
want. 

Again, we have treated buyers and sellers as necessarily 
difierent people,,, but "in a large market the same man is 
often ready to buy or to sell according to the price that he 
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can secnrey' A mercliant may be ready to buy wheat at 
tiii-'ee rupees, and to, sell it at three rupees two annas. ; if 
the price falls for the moment to three rupees he will buy, 
because he has come to the conclusion that the price will. 1 1| 

very shortly rise, and that he vviil be able, to secure a profit 
by selling at three rupees one anna or more. On the other 
hand, he is ready to sell and reduce his stock when the 
price , is three rupees two annas if he has reason to thmk 
that the price is goiiig to fall. ' In a well-developed market 
such merchants are almost always to be found ; practically 
their .whole business consists in forecasting the .equilibriiiin, ^ 
of the market from the information they can collect as 
to supply 'and demand, and taking advantage, of every 
Opportunity of selling above, or buying below, what they 
think the equilibrium price will be. If their forecasts 
are correct, that is to say, if they have judged accurately 
the price at which supply and demand will be in ec|uiiibrium, 
they ‘will make a profit on each transaction ; if they have, 
made a mistake they wdH lose money instead of gaining it. 

The effect of the presence of such merchants is, as a rule, 
to keep the price very near to the 'true equilibrium price. 

If the price rises, some merchants at once offer to sell, ancl 
others "cease to make offers to ..buy ; .that is to say,, the 
supply of the moment is inereased, and the demand of the 
moment 'is reduced the conditions of the moment are. 
changed, .and the price will be reduced 'again. , In, such '..a 
market then, ■ the .price is constantly, rising, .and 
.'. but each rise produces a tendency to fall, and each fail 
: produces a tendency to rise, so that the price .is never. 

'•greatly different from that wMch is justified, by the con- 
.ditions'of supply'" and demand. ■ 

The fact that merchants are engaged in forecasting the 
future leads to further complications, which are commoaly 
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Imow’Ti as dealings in ‘‘ futiires/’ If wheat is, selling at 
about three rupees to-day and a mercliant has reason to 
think that the price' will be three rupees four annas next 
moiitlij he would obviously be wise to buy as much -wheat 
as lie can now, keep it for a month, end then sell it at the 
higher price. And merchants often do this even when they 
have not the money to pay for their purchases ; they borrow 
the money in one of the various ways that students will 
read about when they come to the subject of Credit, or 
they agree with the seller that he shall deliver the wheat 
next month and receive payment then. Thus if A and B 
are tw^o merchants, A in June buys 1000_ maiinds from B, 
agreeing that B is to give him the^ wheat on i5th July, 
and to receive 3000 rupees when he does so. Before that 
date the price rises to three rupees four annas, and A sells 
the 1000 maunds to G for 3250 rupees, though at the time 
he has no wheat in his poss.ession, but has only promise 
to deliver it. On 15th July, A receives 3250 rupees from (7, 
pays 3000 rupees to '15 and tells Mm to deliver, the w^heat 
to C. A has never had the wheat In his . possession, .but 
he has made a profit -of 250 rupees by "buying it' at a low 
p.rice ':and selling, it at a higher. ' € in turn may have sold 
it. to D, for3400Tupees, and so on. 

.O'h the other hand, if A .'thinks the price YnH fall, he may 
sell wlieat to B without having any wheat in his possession, 
but hoping to buy it cheaper before the date comes for 
delivery, and then the transaction is settled in the same 
%vay. We may suppose that A has sold 1000 maunds to 
B for 3000 rupees for delivery on 15th July ; before that 
date he finds himself able to buy 1000 maunds from C for 
2S00 rupees for the same date, and when the day conies he 
tells 0 to give the wheat to B, receives 3000 rupees from B, 
pays 2800 rupees to C and has 200 rupees profit. On the 
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other hand, A may have made a mistake as to the .likelihood 
of a faM of prices, and may be unable to feid anyone wiiliiig 
to sell at less than three rupees. In that case when the 
day comes for deliverj^- to B, he must either break his 
contract (which may mean ruin to a trader), or he must 
buy the wheat to satisfy B's claim. If he can only get it 
for 3200 rupees, he must pay that sum, and as he only 
receives 3000 rupees from B, he, has lost 200 rupees where 
h© hoped to make a gain . 

' Transactions of this sort look at first sight like mere 
gambling, that is to say, people seem to be selling or buying 
simply on the chance of some future event, and there is- 
probably a certain amount of gambling in all large markets ; 
but' a man who starts to deal in a commodity without 
knowing the conditions of its supply and demand will very^ 
soon become bankrupt, because he will not be able to 
forecast the conditions and the resulting eqiiiiibriiini -price 
with the same degree of accuracy as those merchants who 
spend their time in studying the conditions.’"- He will take 
the chance of a rise when the conditions should lead him 
to expect a» fall, and will look for a fall .when he should 
expect a rise, and in either - case he will lose by the trans- 
action, and the more expert merchants will make profits 
at Ms expense, until he either loses all Ms money or comes 
to understand the market-conditions -for himself. ■ . . 

- A modern well-developed market, then,- consists laxgeljr 
of a body ■ of merchants, each of w'-hom devotes -all ■ his 
energies to learning' all that -he .can -about . the ■■coiid.itioiis 
affecting the supply and ■ demand ■■ of the commodity or 
commodities in- which he deads, and forecasting . .on the 
basis of tMs knowledge what the equilibrium-price is likely 
to be both in the immediate future (to-day, or to-niorrov/, 
or next week), and at more distant dates. He viil huj 


200 AN INTEOBUCTION TO ECONOMICS 

wken h© tMnks he can sell again at a profit^ and ' sell when 
he thinks he can buy more cheaply : at one time he may 
have large stocks on hand, and at others he may have sold 
more than he has ; / but his success in business depends 
on Ms ability to forecast the price at which the supply and 
demand of the market will be in equilibrium. In the next 
chapter we shall see how such markets are connected with 
the _ actual consumers and the. actnal producers of the 
commodities in which they deal. ; 


CHAPTER XXVIII. 


RELATION OF PRODUCERS AND CONSUMERS 
TO THE MARKET. 

A MOBEBN wholesale market consists, as we have seen, 
largely of a body of merchants engaged in forecasting the 
supply and demand for the community in which they deal. 
In some cases both consumers and producers may be found 
taking part in these dealings^ but this occurs only when 
the quantities which they require or offer are great. . Thus 
where the spinning of cotton jm-rn is done in large factories., 
the spinners would take part in the w^holesale market for 
yam together with the merchants who buy only to sell 
again, or buy in order to send the yam to places where It 
will ^ be consumed. But the hand-loom weaver obviously 
cannot buy the small amount of yam 'which he needs in 
a market which may be hundreds '-qlJmiles from Ms home, 
and where a' large number of bales jsjold in a single trans- 
action ; 'and in the same way, neither the cultivator nor 
the eater of wheat, can take part in the.-w^holesale wheat 
market. , These .large ' „ wholesale markets are , therefore' 
. connected with :the consumer and the 'producer by local or 
subsidiary markets, and by the dealers or ''Shopkeepers 
whose trade is conducted in small quantities,.' and is spoken 
of as retail as distinguished from - wholesale. We will 
examine the position of the consumer and . the producer 
of a commodity such as wheat, the -cMef w^holesaie m,arketS' 
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for wMch. are so closely connected tliat there is practically 
a single market for the whole w^orld. 

The man who wants wheat for the food of Ms family 
ordinarily hujB it from a shopkeeper, and as a rule, he has 
not mnch to say directly towards settling the price. . The 
shopkeeper settles the retail price, and the consumer buys 
more or less according as the price is low or Mgh. But 
this does not mean that the consumers as a body have no 
influence on price ; as a matter of fact, their demand is 
one of the most important factors in the market. The 
shopkeepers of any town know more or less accurately the 
demand of that town, that is, the quantity which it will 
buy at each price, and, as we have seen, they provide for 
its consumption more wheat when the price is low and less 
wheat vv^hen the price is Mgh. A shopkeeper Imows what 
his stock of wheat has cost him, and he fixes Ms retail 
price so as to give him as much profit as possible. But in 
ordinary circumstances he cannot fix the retail price very 
much above the wholesale price, because if he did so he would 
feel the competition of the other shopkeepers. All of them 
want to sell their wheat, and if one shop asks an excessive 
price some of its customers will go to other shops and buy 
there instead, and the shopkeeper is thus forced to charge 
a retail price not greatly in excess of the wholesale price. 

It is obvious that if there are not very many shopkeepers 
dealing in wheat, they might all agree to sell at a con- 
siderably higher price.' than the 'wholesale price would 
justify. Probably tMs happens at times, and certainty 
consumers often, think that it happens ; but the point is 
not important' at present. ' The main function nf the shop- 
keepers from the point of view of the market is to represent 
the consumers’ demand ; and they do tMs in the local 
market in the way that has already been explained. The 
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buyers from larger markets wlio a^ttend tlie local ' iiia.rket ^ 
are quick to notice tiie ohanges in the local -.demand, and 
the information they collect is of course communicated- to 
the merchants for whom they are buying : and in this way 
the larger wholesale markets are able to watch the changes 
in the demand of the country where their agents bm/. 
Thus, the demand of the consumers does in fact enter 
largely into the oaIculatio,ns as the, result of ’wMeh wholesale 
prices are fixed. 

The case of the producer, that is, the cultivator, of 
wheat, is somewhat different from that of the consumer. 
If he brings' his wheat to the local mo>rket, he is, as we have 
seen, not in the best position to get the highest price, and 
probably he sells as a rule rather below the price that a 
better man of business wwld be able to secure. If he is 
dissatisfied with the price offered, lie can take Ms wMeat back 
and wait for another market-day ; but as a rule he is too 
busy to waste many days at market, and 'brings Ms wheat 
for sale only when lie needs the n3.oney, so that he is likely to 
take whatever price lie can get. If, on the other hand, he 
makes over Ms wheat to a dealer in the village, he has not 
much chance of learning what the market-price really is, 
and the' trader is li.kely to give Mm sometMiig less than the 
wheat is -worth at the moment. G! course, if there were 
many traders in or .near the villa-ge,.. -their competition to 
get as ' much as ■ possible for sale would, prevent the price 
falling -very, low as they would bid- .against one another,: 
"and . the cultivator would sell to. the one -who offered, most 
but this condition is rare in Indian villages, where there , is 
often only one trader, or else a few acting in agreement, 
and where many cultivators are in debt to the.,^..traiers.,'and 
so are not their own masters. It seems -then- as il. the 
traders who ' buy wheat in the villages could continue to 
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get it at prices very mucli ■ lower than those that prevail 
in the markets this is, as a matter of fact, true up to a 
ceHain ' point, and when students come to examine the 
history of Indian prices in detail, they will find marked 
differences between the recorded market-prices, and v/hat 
are spoken of as harvest-prices/' that is, the price at 
which ' cultivators make over their crop to the trader, at 
harvest time. The difference appears to be gradually 
declining, that is to say, cultivators are gettmg more nearly 
the niarket-x^^ice for their produce than they used to do, 
but it is still an important consideration for economists 
and statisticians when they are investigating the income 
..which the country derives from agriculture. 

But though traders can get w^heat, and other produce, 
in the villages at prices substantially lower than those 
prevailing ■ in the market, they cannot get wheat or other, 
produce for nothing; in other words there is a limit of 
price belov/ which they cannot go. This limit is a most 
important fact in Economics, and we must examine it in 
a little detail. 

At the .beginning of this Book, we saw tha..t a cultivator 
who is producing for his own .consumption, carries his 
production on to the point where the Utility to him of 
„ what, ■ he- produces . is- balanced by .the disutility of bis- 
exertions- ■■ ill production. When he -is producing,, for -the 
market, there is still a balance, but it is between the dis- 
utility of his. exertions and the utility of the money which 
he gets for Ms produce, not the utility of Ms produce itseK. 
A cultiva^tor who has grown an acre of wheat and tMiiks 
that the price he gets for it does not repay him for his 
exertions in production, is helpless so far as that crop is 
concerned ; he can only take the highest price that is 
offered. But when the time conies to sow the next crop, 
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he will not sow so much wheat as he did before ; he will 
perhaps sow none '-at all, or at any rate he will not sow 
that part of Ms land where the exertion of growing wheat 
is greatest, /'Thus if the price that ’ cultivators get lor 
v/heat is too low, in the sense that it does not repay them 
for their eSorfs and exertion, less wheat will be sowa in 
the following season, -whether the cultivator sells the wheat 
in the market or sells it to a trader in Ms village. In either 
case, there will be less wheat to sell hi the market, that is, 
the Supply of wheat will be reduced ; and if the trader 
wants to continue his bushiess on its former scale he iriiist 
offer the cultivators a rather higher price to induce them 
to sow as large an area as before. Thus, even when a 
trader has no competition to face in the village and is sure' 
of getting for sale all the wheat that is grovui in it, he must 
make it w'orth the while of the cultivators to grow wheat, 
and if he offers too low a price, they will not grow it, and he 
will be the loser by having less wheat to sell. If market- 
prices have fallen, traders may not -want to have so much 
w^heat as before, and by keeping the price low in the villages 
they can reduce the production of the next crop ; wMle, 
if market-prices have been high and they want to have 
more ivheat to sell, they must offer 'a higher price in the 
villages hi order to induce cultivators to sow- 'a larger area. 
The area" sown with a particular crop'in.a particular season 
depends, on several considerations, of wMch the expected 
price is only one, and therefore the statistics of the 'area 
sown cannot be explained 'solely by the course of ■prices;, 
but in the case of crops like ivheat, or cotton, , 'or sugarca,iie, 
which are grown mahily in order "'to sell the ' produce, ' it, 
,iS'nsua.Ily..possible to trace a clear coimection between .tBo. 
extent of' the area soto .in a, district, or province: and the. 
prices that have recently prevailed.' 
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We liave seen tlien that the price of a commodity in a. 
wholesale market must be affected by the attitude of both 
consumers and prodiaoers, though none of them may have 
any dealings in that market. Changes in consumers® 
demands have constantly to be taken into account ; and 
on the other hand, the supply is largely determined by the 
price that reaches the producer. Merchants in the great 
markets may not know what is being paid to sma.!! pro- 
ducers at a distance, but they spend much trouble in getting' 
the ..earliest possible information regarding the extent to 
which the crop has been sown/ since this is the basis of 
any accurate estimate of the supply ; and if they hear that 
the area has been reduced they will at once see that as the 
supply is going to be decreased, the equilibrium-price of 
the market v\dli have to be raised. 

A 'wholesale market, then, is not simple in its working. 
There may be a large number of sellers, some of them 
producers or agents of producers with a stock of the com- 
modity that they really want to sell, and other merchants 
who are selling without reference to their actual stock (if 
they have any), but only with reference to their estimates 
of the course of prices ; while of the buyers some may be 
merchants buying in order to sell again, while others want 
the commodity either to consume it in them own factories 
or to sell it to consumers throughout the country. Buyers 
and sellers alike are watching for every item of information 
that throws any light on the possibilities of changes in the 

^ Students have probably noticed in the newspapers the * fore- 
casts ’ wliich the government publishes from time to time of the 
area sown, and the probable yield of crops like v/heat, or cotton, or 
jute. These forecasts are prepared for the use of the markets ; 
and the officers who prepare them have to take precautions to ensure 
that all merchants have the same opportunity of getting them, and 
that no merchant shall have a chance of acting on the information 
before it is known to the market generally. 
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demand or the supply ^ and are constantly revising their 
estimates of what the price will be to-day, or to-morrow, 
or next , week, or even some months hence ; and they are 
occupied In asoertaiiiiiig the views of other merchants and 
the , prices at which bargains have been made. The men 
who are most successful in forecasting the future course 
of prices may make very large fortunes, and those who 
are least successful are likely to become banlrrupt, ■w'hile 
most of the merchants may make a reasonable income, 
which, howover, may vary very greatly with the chances 
of the market. In most countries it is easy for the student 
to get to know something of the course of the larger markets, 
because the daily newspapers devote a large amount of 
space to the subject ; students in northern India who 
have access to any of the English papers published in 
Calcutta or Bomba3^ can in the same wb^j get to know 
something of the market in wheat or cotton, or jute, or 
tea, but the English papers published up-country .and the 
great majority of the vernacular papers' give very little 
mformation on the subject. 

We have said that a moderu wholesale market, is not 
altogether simple in its working, but among all. the com- 
plications, the central fact holds. good that it consists of 
people' engaged in studying, .the . Demand and the Supply 
of the commodity in which it deals. .Each ,of them wants 
to know’' w.hat quantity of the commodity. will be demanded 
at each price, and what quantity will be offered for sale at 
each price : with this .information they . can conjecture 
what the equilibriinn-price will be,', that. is, the price, at 
which the quantity supplied wdil. be equal to- the quantity 
de.iiia.nded, and their ' livelihood '.depends.' on ' the accuracy 
f thein.co'niectiires; ^ , 


■ CHAPTER XXIX. 

NORMAL EQUILIBRIUM. 

We have now seen that the retail prices of commodities, 
"that is, the prices with which ordinary consumers are 
directly concerned, depend on the wholesale prices arrived 
at in the larger markets ; and we have seen that these 
wholesale prices fluctuate from day to day accordnig to 
the information obtained and the views formed by the 
persons who deal in the market. But while prices, both 
wholesale and retail, do in fact fluctuate, we must recognise 
from our experience that the ordinary consumer has a 
more or less definite standard of price for each of the 
commodities he is accustomed to buy ; when the price 
is above his standard he says the price is high, and when 
it is below the standard he says it is low. And it is not only 
the consumer who thinks of a standard of price ; the 
market also has a standard, which is usually spoken of as 
‘ Normal Price.’ The two expressions ‘ standard price ’ 
and ' normal price ’ mean the same thing ; when we set 
up in our minds a standard of price, we do not mean that 
the price of the moment should always be exactly the 
standard we have set up, but we mean that we regard the 
divergences froia^ that, standard as exceptional, and when 
the price has diverged, we expect to see it return to the 
standard. In the same way we speak of the price of the 
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moment as abnormally low or abnormally high, meaning 
that it is different from the ■ standard or normal price. 
Thus, in some parts of northern India ordinary people 
think of sixteen sers as the standard or normal price of 
wheat ; when less than this quantity can be got for a rupee, 
they consider that wheat is dear, or that the price is abnor- 
mally high, while when they can get a larger quantity, 
they say that wheat is cheap, or that the price is abnormally 
low 

The idea of a Normal Price is of great importance, and 
we have to see how it is determined and how it is related 
to the market price Put it is well to ■ say at once that the 
standard or normal price, whatever it may be, does not 
remain the same for ever, but changes from time to time. 
Thus, in some of the places 'where the normal price of wheat 
is sixteen sers, it was probably twenty sers or even more in 
the days before the large, trade in wheat had developed ; 
and perhaps old people could still be found who regard 
twenty sers as the normal price and sixteen sers as abnor- 
mally high. They still think of the. standard that prevailed 
in their youth, and have not noticed that the standard' has 
changed ; but all ordinary people in these places would 
say without an}?* hesitation that at the present time twenty 
sers is an abnormally low price. A normal price' then lasts . 
for_ a long tim.e^ compared to a mar£et’“price', 'which may 
change from hour to hour ; but it is itself Hable to change, 
though more slowly and gradually . , 

To see what this standard, or normal price is, we must 
go back to what we said in the last chapter about the way, 
in which producers balance the utility of their produce, 
or of the money it brings, against the dis-utiiity of producing 
it. In order to examine this subject more, ■. closely, ' it Is 
oonve.nient to take an .industry that is hot,.:,li'ke,;wheat- 
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growing, dependent on the seasons of the year for an 
increase or decrease in production. A wheat -grower who 
wants to change the amount of his production must decide 
between September and November of each year ; after 
November he can sow no more wheat for a year. We will 
take instead the production of coarse country cloth, which 
hand-loom weavers can work at throughout the year, and 
we will suppose that the price of this cloth in a market 
has been:'-:such that the weavers whose cloth is sold in it. 
just make a li\dng after paying for the yarn and other 
materials they use. At a later stage students will have to 
pay close attention to the exact meaning of this expression 
* just make a living ' : for the present, we may explain 
it provisionally as meaning that they get enough food and 
clothes for their families, and’ can spend something on what 
we have called conventional necessaries, but that they are 
not able to save up money or increase their expenditure. 
Now suppose that the market-price of cloth falls, and the 
weavers find that the price does not now enable them to 
make a living. So far as tho}^ have cloth already made, 
they can do nothing but accept the price that is offered, 
and at first they will probably go on producing as before, 
and either cut down their expenditure on food or get into 
debt. But if the price continues low, they cannot go on 
in this way : they will find that they can borrow no more 
money, and, they will begin to suffer from insufficient 
feeding. They do not understand the process by which 
prices are fixed, but they do understand, that they are not 
making a living by weaving, and they vdll do something 
else, instead of, or in addition to, their regular industry. 
All the weavers will not act in the same way : probably 
some of them, whose looms are nearly worn out, vill leave 
them idle and work as day-labourers in the fields or in the 
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town : some of tlie 5miiager men -vvall go away and look for 
work ill cities : most will probably continue to make some 
olotli, but many of tbein will leave then* looms at times 
when labourers are wanted and wages are liisrh, going 
to work, for instance^ in the harvest-fields. The result 
wiE obviously be that less cloth is produced, because fewer 
weavers are working, and some of them are only working 
for part of their time ; and if less cloth is produced, there 
wil be the less to offer for sale in the market, or "in other 
words, the supply will be reduced. But the reduction of 
the supply is as we have seen just what is wanted in order 
to raise the market-price, and in ordinary circuinstaiioes 
this effect must foflow. It is obviously not possible that 
the price can remain for long below the point at which the 
weavers can make a living ; and if it falls below that point 
for a time the supply of cloth will faff off and the price 
will be raised again towards that point." 

Now let us take the opposite case and suppose th, at the 
price rises so that weavers can make more than a Evingj 
that is to say, can save up money orincrease their expendi- 
ture. Here one of two results may follow :■ if the weavers 
are anxious to save up money or increase their ■expenditur©, 
they,,wiE increase their production.;, but if they are not 
anxious on these points, and value leisure more than money 
they 'will decrease, their production.- We must examine 
these cases- separately. 

< The first case is that which would usually . follow- in. 
western countries, and econoniiste WTiting for those coim tries 
are probably justified in passing over the possibility of 
the second case. Where men want to make moneys anti 
improve then* way of living, they are quick to seize suck 
a chance : the weavers -would work for longer hours, they 
would take more help from theii* families, and some %vhose 
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looms wero worn out would buy new and efficient ones. 
Tims the production oi cloth would be increased, and tins 
would mean; an increase in the supply in the marnet, and 
consequently a fall of price. 

/Ill India and some other countries it is not safe to 
assume that this result must certainly follow.^ Some 
classes of the people value leisure— -or we may -say idleness 
—more than the possibility of saving money and increasing 
expenditure ; and if these people find that they are maidng 
more than a living, they may do less work, that is to say, 
they may decrease their production instead of increasing 
it. This would mean a decreased supply in the market, 
and ' this would mean a further rise in price instead of a , 
fall. A full analysis of the course of the market in, tnis 
case cannot be made efiectively without a more complete ^ 
knowledge of the science than elementary students possess ; 
and for the present we leave this case aside as exceptional. 
We ■ ask students then to assume provisionally for the 
purposes of their study that Indian producers as a whole 
will try to make money when they have a chance ; but 
we also ask them to remember that if a particular class of 
producers does not want to make money and reduces its 
production when prices rise, then the adjustment of price 
viil follow different lines from: those that are indicated in 
this assumption. We do not ask students to assume that 
when the price of a commodity rises every mclividual 
artisan who makes it will at once work harder and increase 
his production ; the assumption is that the production v/ili 
increase as a whole. Some producers will probably prefer 
rest, and produce less ; some will take little notice of the 
change, and produce the same quantity as before, while 
others will work harder and produce more ; and the 
•' . assumption is that the extra produce of those last named will 
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more tliaii coimterbalaiice the decrease in produce which 
results from ‘some producers doing less work. 

On this' assiiinption, w^Mch is probaMj — as a rule, but 
not universally— correct in the. present - conditions in 
nortiieiii India, a rise in the price paid to prodii.cers,„’vvi]l 
lead to ail increased production, and the resulting increase 
in supply will lower the market price. We thus see that in 
the second, or artisan, stage of production, while conditions : 
remain the same, there is in fact a standa.rd or iiomial 
price, as is popularly supposed ; and that when the mar'liet- 
price diverges in either direction from that standard, the 
action of producers will tend to bring it back. If the price 
fails, production will be reduced, and if the price -rises 
production will be increased. The standard of price will 
be the price at which the ordinary artisans can Just .make 
a living, after paying for their materials and for the cost 
of keeping their tools and appliances in order. 

The words, ijoMle conditions remain the same, printed/ in ^.' 
italics in the last paragraph, are of the utmost iniportanecu 
If the proviso ivere omitted, it would appear that the ' 
standard of price could never change, and this would bC' 
entirety untrue. Conditions do in. fact change, and then ■ 
the standard or, normal price changes, as -we shall see later on; 
but fii’st we must see if our general conclusion holds for the 
faetory-sta-ge of' production a»s well asior the artisan-stage,- 
.. . Let us take the case of a market supplied wdth sugar from 
■several factories which buy up. the crude _ conn try sugar 
known, as gut. and prepare .w^hite. sugar from it; and to 
simplify the argiime.nt, '..let -us -suppose -that the profits are 
not affected by the sale of the molasses , (sldm) obtained, 
in the process of manufacture. We obviously cannot 
speak- as we could of the artisan, of such a factory Just- 
making a living ; but we shall find that in this case th: 
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; standard of price is set by what we will, call the Expenses 
;of 'Production, and that this standard corresponds very 
closely with the standard which we found to exist in the 
case of artisan-production. The term Expenses of Pro- 
duction is used to express the total of several items of' 
expenditure ; its exact significance wdll require careful 
study at a later stage of the course, but for the present 
we may say in general terms that it includes (1) the price 
of materials, fuel and stores used in the process of manu- 
facture ; (2) the cost of maintaining and replacing the 
buildings and machinery; (3) the salaries and wages of 
all, the employees and worl^men ; and (4) the owmer’s profit. 
Detailed accounts of expenditure under the first three 
heads are ke^it in all factories, and the expense of producing, 
say, a maiind of sugar can be' calculated by taking the 
expenditure over a period of time and dividing it by the 
number of maunds produced in that time ; to this figure 
somethiiig has to be added for the owner’s profit. The 
na-tiire of this last item will require examination later on 
when we are considering the subject of Distribution, but 
we can see at once that a man will not work such a factorj^ 
for nothing ; he puts his w^ork and his capital into it 
because he expects to earn an income from it, and the profit 
represents this income. 

Let us suppose that the accounts of one of these sugar 
factories, which has no special advantages and no special 
diaw'backs, show that the money paid out comes to eight 
rupees per maund of sugar produced, and that the owneT 
adds one rupee as a fair profit for himself ; the expenses 
of production are then nine rupees per maund. By ‘ fair 
profit ’ we mean a profit that just about satisfies the owners 
of siicli factories ; when they are making this amount they 
are not sorry that their money was not invested in some 
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otLer industry^ and on tlie other hand they are not anxious 
to increase their investments in sngar-making. Then, ii: 
the market-price of sugar is nine rupees, or equal, to the 
expenses of production calculated in this way, factory 
owners will be just about satisfied. If the market-price 
falls to eight rupees, there will be nothing left for profit, 
and owners vdll at once reduce the amount they offer for 
sale, that is, they will reduce the supply in the market, 
in the expectation that this reduction in supply will cause 
the market-price to rise again, up to the point where sales 
will give them, the profit that they consider fair. '' In many 
cases, where the fall in price is thought to he very temporary, 
ovmers may not alter the working, of the factory, but merely 
put more of the.siiga-r made into their stores, and wait to 
sell it later : in tMs case they are acting just like dealers 
in the market. But they may also reduce the a,moiint 
of sugar produced, and this can be done in various ways 
without actually closing the factory ; they may work for 
a shorter time each day, or they may stop working some,' 
of the machines, or they may merely avoid hurrying ; it 
is part of the business of a factory-manager to know how 
to change the rate of production when the need arises. ' 
Thus, when the price falls below the expenses of pro- 
duction, owners ^of factories -mil take, measiues that are 
likely to result in, raising the price, .again. Their action 
is conscious and deli, berate, while the action of the wearers 
whom we considered , a iew pages back is instinctive ; but 
the: result is hi both cases the same, a reduction 'in the 
.'Supply, which causes the^ market-price., to rise .towards 
the point from which it has fallen. Now, if we suppose the 
market-price of sugar rises To ten rupees,.. we see that the . 
oiviier •will get two rupees profit on each maund instead of 
the one rupee which just about satisfies Mm. We need 
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not think in this case, as we had to think in the case of 
artisans, that o-\¥ners generally may decrease production. 
They work their factories for profit, and when they see 
that the price gives them a high profit per maund, they 
will sell as many maunds as possible in order to obtain the 
largest possible profit. They -^iil endeavour to sell any 
stock of sugar they may have on their hands, and they will 
increase production, possibly by working longer hours, 
and in any case by hurr3dng up work as much as possible. 
Thus, when the price rises above the expenses of production, 
the supply in the market will be increased, and the increased 
supply will bring prices down again. 

In the stage then of factory-production, we see that 
there is a standard or normal price, and that when the 
market-price diverges from this, producers are induced 
to alter the supply in such a way that the divergence is 
counteracted. The position is thus precisely the same as 
in the stage of artisan-production, though the complex 
working of a factory compels us to speak of the expenses 
of production instead of the simpler expression that was 
applicable to the artisan. But we consider the artisan’s 
income (after paying for materials and for the maintenance 
of his appliances) to consist partly of the wages he has 
earned by worldng and partly of the profit resulting from 
the management of his o^vn business, then we may correctly 
say that in his case also the standard of price is the expenses 
of production ; and we may sum up the foregoing discussion 
as follows.: 

In all cases where the production of a commodity is not 
subject to a monopoly, the Expenses of its Production 
indicate the standard or normal price, which remains the 
same so long as the conditions of consumption and produe- 
tion are unaltered. The market-price must be expected to 
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iuctuate, but wlieiiever it diverges from tlie normal price, 
causes are brought into operation, to reduce the divergence 
by altering the supply offered in the market. The market- 
price is thus always tending to return to the normal. 

There is a possible exception to this general mie in the 
case of artisan-production if the majority of the artisans 
prefer leisure to money. This case has some interest 
both in theory and in practice, but its discussion must be 
postponed. 

Where production is controlled by a monopoly the 
position is materially different, but its discussion ' must 
be left for study at a later period of the student’s course. 

In the next chapter we have to say something about the 
.changes in the standard or normal price wMch result from 
changes in the conditions of production or consumption ; 
but before we turn to this a little ma}?- be said on a question 
of wording, which might otherwise be a cause of difdculty. 
Earlier .writers were accustomed to use the term ‘ Cost of 
Production ’ in the sense which w'e have expressed' by ' 
‘ Expenses of Production ’ ; and some of them used the 
word ‘ natural ’ to express w-hat we mean. by standard or 
normal. .Students will thus find some writers saying that- 
the Natural Price of a coBimodity is equal to the cost of ' 
its production. The word 'Natural -has now been generally 
given up because .it has several meanings, and the ivord 
.Normal is generally used in its. place. The .. exxiressioii 
Cost., of. Production ■■ was. as a. matter of fact used in two 
senses ; sometimes it meant what we have called the ' 
Dis-utility involved in Production, and sometimes the money 
that must be paid to balance this Bis-utility. The two senses 
have been occasionally confused, and it is convenient to 
avoid the risk of confusion by using the term Ex|)€yrises 
of Production to signify the cost measured in money. 
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CHAPTER 


CHANGES IN EXPENSES OE PRODUCTION. 


We iiave seen in the last chapter that the normal price of 
a commodity is equal to. the -expenses of its production 
long as the, mnditimis of prodtiction and consumption remain 
unchanged. We have now to see exactly what this proviso 
means, and how far it is true m the world in which we 
live. 

The proviso does not imply either that all the items of 
expenses remain exactly the same during the period under 
consideration, or that they are the same in all factories 
producing the same commodity. The managers of a factory 
have two main objects in view : one is, as we have seen, 
to sell the produce at the highest possible price, and the 
other is to keep the expenses of production as low as 
possible. A competent manager is thus constantly on the 
look-out for any means of reducing the expenses ; he com- 
pares the eSicieiicy of different classes of labourers : he 
plans the various operations so ae to require as few^ labourers 
as possible, and he sees whether any particular piece of 
work can be done more cheaply by labourers or by machine. 
At the same time he has to think of buying his materials 
as cheaply as possible, „of reducing the cost of carr}dng them, 
of getting the best work out of his staff, of saving office 
expenses by reducing the wniting and account work, and 
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gerioraily lie has to watch every braneb. of the ivork so as 
to see where any saving is possible. And managers diifcn* 
very greatty in conipeteiicej so that it is most improbable 
that many factories will be found to have exactly the same 
expenses of production in detail. 

When, therefore, we speak of the expenses of production 
of a commodity, we must not think that every mauiid of 
it costs exactly the same amount of money to produce : in 
some factories a maund costs rather less, . and in other 
factories it costs rather more, and again the expense niav 
vary from time to time, even in the same factory. But at 
any given time it is possible to recognise a standard of 
expenses ; we can sa,y, for example, that in a given season 
the expense of producing a maund of sugar for a certain 
market has been nine rupees, even though some factories 
have produced at eight rupees and others at nine rupec^s 
eight annas. The former class has made more than the 
usual profit, and the latter class has made less ; but the 
average profit of the whole industry has been about the 
same as if all factories had worked at the same cost. It is 
then the standard expenses in the industry that set the 
standard of price, and not the expenses of any particular' 
factory. 

We must recognise clea^rty that this standard of expenses 
does, as a matter of fact, change with changes in the eoii- 
ditions of production and consumption. It is possible'-^ to 
imagine a, state of. things where, the population .is stationary : 
where the people go , on, consuming the same <][uantities of 
the same things ; and where the methods of production 
do,. not change. Economists sometimes -assume for -purj)oseB 
of argument the existence of such a Stationary State, and 
it is true that, if such a state existed, the standard or 
normal price of commodities would remain unciiaDged. 


If 
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It is not possible to point to any period in tke economic 
history of India where such a Stationary State actually 
existed, and that history shows that changes tend to 
increase in rapidity, so that it is very unlikely that the 
country is on the way to such a state ; but we can pick out 
a few possible cases which will serve as illustrations of what 
a Stationary State would mean if it ever came into 

Take tlie case -of the potter in a self-supporting village^ 
suck as we considered in Chapter iOII. While the popula- 
tion of the village remains about the same, and the habits 
of the people are unchanged, the demand for earthen ves^sels 
ill the Village will vary very little from year to year, xhe 
potter will go on making about the same number of the 
same sort of vessels, and receiving the same amount of 
grain in exchange for them. There will be no maiKet and 
no bargaining as to the price to be paid, because the whole _ 
business has become customary; the potter does not 
change his methods of work ; he gets enough to enable 
him to live in the way to which he is accustomed, and the 
price paid for each vessel is the normal price so far as that 
village is concerned. Some of tne other village artifoans 
' offer similar examples, and further examples may perhaps 
be found even among the artisans of small and unpro- 
gressive toivns. So long as the conditions oi demand and 
supply are unchanged, the normal price of the commodity 
remains the same, and when it has become oiistomaiy the 
price actually paid in each case is equal to the normal 
price.. ■ 

■ If, now,. 'the self-supporting village comes into relations, 
with a town, and buying and selling begin, the potter is 
likely to be affected. • In the first place, the town may want 
' " earthen vessels as well as the village, and the potter may 
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not have enough to supply every one. lie would iiatii.raliy 
sell wiiat he 'has to Ms old customers ■ in the vil].age ; ■ but 
some of the tov/iispeople will- offer him a Mglier price, and 
he will take this from them, unless the viilp«gers also are 
■willing to pay a higher price. Aiid so the increase in the 
demand breaks up what has become the old village custom, 
and the potter can get a higher price than that to which he 
W8.S acciistonied. On the other hand, the villagers may 
take to using brass vessels when they find that they can 
buy these in, the town, and the demand for the' potter's 
products may fall ,oif in consequence. Or a potter may 
come and settle in the town, bringing a new kind of wheel 
and other appliances veith which he can make better vessels, 
and make them in ia.rgei* quantities than the village potter ; 
he may sell to the villa-gers as well as the townspeople, and 
the village potter may find that he can no longer ask the 
old price, and may have to reduce it, and either work 
harder, or live worse, or co-pj the town potter's appliances. 

These imaginary ^iilustratioiis are intended to put in 
their simplest shape the kind of things that happen in the 
case of ordinary artisan industries, and that happen still 
more frequeiitty in the larger industries carried on in the 
.factory stage. ,Eor it is a matter ^of experience that prc^- 
cesses and methods of production change, .and that tastes:' 
and habits of, coiisimier.^haiige,.also... It. .is usual to say^ 
that India changes very -slowly in -such matters,, and tMs is 
true if the comparison is made with some .western ■cou.ii- 
tries ; but the changes occur all the same, ■ and at ’ the 
present time the si)eed at which they occur is cert.amly 
increasing. And when the changes occur, they affect "the; 
expenses of producing a commodity, and consequently 
alter its standard or normal price ; so that though the; 
normal price may be the same this year as last year, it is; 
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iiiilikely to be the same this year as it was ten years 
ago. 

■Students must look to the large treatises on Economics 
for an analysis of the working of the various causes that 
may change the price at which production and consumption 
come into equilibrium ; here we can only give a few 
typical examples. It is fairly well known that the money- 
v/ages of agricultural labourers have been rising in recent 
years in various parts of India. The rise has directly 
affected the business of all cultivators, who have to pay 
higher wages than before for the same work ; but it is felt 
most seriously in the case of those crops which require 
most labour. The cotton crop is one of these ; its cultiva- 
tion is not specially ex|)ensive, but many labourers have to 
be hired to go over the field from time to time and pick the 
cotton as it ripens ; and consequently the money paid in 
wages represents a relatively large proportion of the ex- 
penses of producing the raw cotton. The rise in the w^ages 
of labourers has therefore increased the expenses of pro- 
ducing cotton more than the expenses of producing some 
other crops such as food-grains : and consequently large 
numbers of cultivators, who in the past were doubtful 
whether to use their land for cotton or for food-grains, are 
now more inclined to grow food-grains, because they cost 
less in labour. This would mean a reduction in the area 
under cotton ; and in order to get the amount of cotton 
they require, ginners have to offer a rather higher price 
than they would otherwise have done, in order to make it 
worth the cultivators' ' while grow the crop. ' The actual 
. price may vary .from-' day to day or w^eek to-' week, but the ' 
normal price (ta: .which the actual price tends to return) 
vdll be higher than it.would ^ have been if labourers'"' wages 
‘ had not risen. 
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But this is only the beg, inning. The cotton-ginners work 
in the localities where the cotton is grown j and hire many 
of their workmen from among the agricultural labourers ; 
and they find that they have ,to pay higher wages in order 
to get the labourers they need. So the expenses' of producing 
cleaned cotton are raised in twa ways in consequence of 
the rise in wages ; and its normal price must rise if spinners 
are to get the quantity of cleaned cotton that they need. 
But cotton-spiiiners, too, find that they have to pay higher 
wages than they used, and in the same way the noimai 
price of cotton-yarn must rise, so that it may cover the 
extra expenses of (1) the cultivators, (2) the girmers, and 
(3) the spinners ; and we might carry the iilustratio,ii 
further to show that the normal price of clothes must rise 
to cover, not only the extra cost of yarn, but also the higher 
wages paid to weavers, an,d to d^^ers and tailors. 

If then there were no other changes to take into account, 
we should Ido able to trace the effect on the normal price 
of clothes of a rise in the w^ages of the vario'iis classes of 
labourers and workmen employed in their production. 
But it is very seldom, indeed, that the -world stands still 
long enough for us to watch the effect of a single cause' like 
bhis, and many other changes have been taking place at 
^ the' same time. Thus, the labourers .whose -wages have 
risen can now spend more money on clothes, and., sinee 
large numbers of them are still insufficiently clothed, this 
may mean alarge increase in the demand for cotton clothes ; 
and as the demand has' risen, the equilibrium-price must be 
different from wffat it -was.; ' On the. other hand, railways 
have been built and have made it possible' to bring cleaned 
cotton to the spinniiig-miils from large areas where the 
cost of carriage -was formerly excessive : this means a 
large -increase in the supply of cleaned cotton, imd this 




• 

■; 

i I' 

J A 

4 

1 * 

; • ■ 

I - ' 



'I 

't 


224 AN INTRODUCTION TO ECONOMICS 


would tend to reduce tlie price wliich. spinners must pay, 
and consequently reduce tlie expenses of producing cotton- 
37am, a change which will tend to reduce the normai price 
of cotton-clothes. And at the same time, probably better 
spinning machinery has been introduced, the price of coal 
for fuel has probably chamged, and many other alterations 
in the conditions, both of production and consumption, 
have probably taken place. ¥/hiIe, therefore, we recognise 
that the normal price of cotton clothes is equal to the 
expenses of producing them, we must also recognise that 
these expenses are themselves liable to change, and that ' 
thus the normal price is not likely to remain fixed for any ' 
considerable time. 

Let us take another example from the trade in kerosene, 
oil. The use of this oil in northern India is comparatively 
recent : formerly light was obtained universally, as it still 
is in manjr villages, by burning one of the oils produced 
from seeds grown locally. When kerosene oil first came 
into use, it was sent up country packed in tins, and the 
tins placed in boxes, just as the better qualities of oil are 
still transported. This method of packing is expensive, 
and the cost of carr3?ing the oil so packed by rail is con- 
siderable ; it vvdli be remembered that production includes 
the transport of commodities to the place where they are 
wanted for consumption, and consequently these expenses 
are included in the expenses of production when the oil 
is sold up-country. At first, therefore, the price was high, 
and the oil was used by only a few people. But it satisfied 
a want, and its use increased until it became worth the 
producers’ while to introduce new appliances that would 
reduce very largely the expenses of transportation. AH 
readers must have seen some of the oil-depots which have 
been set up along the railways during the last few years : 
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the oil is pumped into tanks placed on tracks, and these 
trucks are brought up-country by train, and the oil pumped 
from them into the tanks at the depots. Thus, almost ail 
the expenses of packing are saved, and the expenses of 
freight are greatly reduced : consequently the expenses of 
producing the oil in the various towns along the railways 
have been greatly reduced, and the oil can be sold much 
more cheaply than was formerty the case. 

Here again we have only noticed a single cause operating 
to change the expenses of production. The recent history 
of the oil-trade in India has to deal with many other causes, 
some tending to raise and others to lower the normal price, 
but they are rather too complicated to go into here. 

As we have said above, we do not intend to attempt an 
analysis of the causes, that may affect the normal prices of 
commodities. The subject is difficult, and it .is better that 
students should first pass on to an elementary study of the 
subject of Distribution ; but a few^ words m&j be said here 
to indicate one of the main causes of difficulty, namely the 
element of time. If we confine our attention to a particular 
day or week, we can, in. the case of most commodities, m.ake 
a fairly close calciilatioii of the expenses . of production,, 
that is of the normal price, as.it existed -on that clay or .in 
that w^eek. But wffien we look at a longer- period, the cal- 
culation becomes more and more difficult, because e,hanges 
have taken place gradually during it, and the norma! price 
'at its end is not the, same as the normal price at the begin-, 
ning. Few, economic causes produce their full effect im- 
.mediatel};',, a'nd' some of them ' may operate , giaduaily over 
,a peiio.d of many yews; so that wffien.'we consider the 
■effects , that, ,,wdir result from a particular cause, w^e have to 
direct our attention especially .to the period of time that is 
recpiired for the effects, to,.,, be produced. .. Students will not 
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CHAPTER XXXL 


CONCLUSIONS. 

At tlie beginning of this Book we stated the central problem 
of tbe science of Economics in the following terms : 

How does it come about that a particular quantity 
of any commodity is produced and sold at a particular 
price ? , In -what way is the quantity determined, and 
how is the price fixed ? 

The answer at which we have arrived may be set out as 
loUow’s : 

(1) In any market where a commodity is bought 
and sold, the quantity demanded tends to decrea,se as 
the price rises, and to increase as the price falls. 

(2) On the other hand, the quantity offered for sale 
(that is, the supply) tends to increase as the price rises, 
and to decrease as the price falls. 

, (3) The effect of the bargaioiiig. that takes place in 
„ the market is to settle the equilibrium-price, that is to ' 
say the price at which the amount demanded is equal 
/. to, the amount supplied, ■ 

(4) The market-price SO’ settled may vary from day 
to day, but so long as the conditions of production and 
consumption are unaltered it tends, in the case of 
ordinary commodities, to be equal to the expenses of 
production, because when it diverges from that amount 
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causes come into operation to bring the market-price 
■back to it. The 'standard or nomial price is thus equal 
to the expenses of production for the time being. 

(We indicated that this conclusion may not apply 
in oases where the production of a commodity is in the 
hands of a Monopoly, but left that subject for study at 
a later stage. We also indicated a possible exception 
to the rule in the case of some Indian artisans, but the 
study of that exception also was postponed.) 

(5) The conditions of production and consumption 
are, as a matter of fact, constantly changing ; these 
changes result in changes in the expenses of production, 
and, therefore, the normal price is itself liable to change. 
The further analysis of changes in normal prices was 
deferred for later study, but attention was dii’ected to 
the difficulty caused by the element of time. 

It %vill be seen that no simple answer can be given to the 
question with which we started. Life is complicated, and 
as time goes on. its complications tend to increase ; and a 
science like Economics, which deals with a large part of 
life, cannot be made entirely simple, because at any moment 
numerous causes are in operation, some working in one 
direction and some working in another.. We can, as a rule, 
observe only the single result that follows from these 
numerous causes, and, in order to understand that result, 
we have to trace out the working of the various causes, one 
by one, and see how far each has contributed to the result. 
Ordinary people are not inclined to take all this trouble, 
and are apt to be satisfied when they have found a single 
cause that seems likely to have contributed to the observed 
result. For ^instance, we observe that at the present time 
the prices of food-grains in India' are higher than they used 
to be, and the ordinary man is inclined to pick out some 
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single cause, wMcli lie knows to be in operation, and 
attribute the whole result to that cause. Thus we may 
find newspaper-writers confidently attributing the rise in 
prices to the weather, or to the construction of railways, or 
to the development of the export trade, or to any one' of a 
dozen or more processes which are known to be going on, 
and which seem, at fii'st sight to explain- the whole thing. 
But life is not so simple as all that, and the person who 
really wants to understand any economic result has' to studif 
all the causes that have in an}?- way contributed to it, or 
that seem likely to be comiected with it in any way, and to 
determine so far as he can the share that each has taken in 
producing the result, i^jid since many processes which 
look like causes are themselves the result of other causes, 
he has to study the causes of these causes in the same : 
a rise in w^ages may be one of the causes of a rise io. price,' 
but the rise in wages is itself the result of other causes (as 
we shall see in the next Book), and each of these has to be 
studied before the final result is fully understood. 

Now, our minds are not able to study a large number of 
causes at once : we know this by experience. The econo- 
mist has to follow the same course as students' of other 
sciences, and study one cause .at a time. ' He. assumes' for 
the purposes of ' study that only a sifigle cause is at wwk, 
and; he studies ..what the result would be if that cause were 
to work without interference from other causes ; he then 
studies the other causes, one by- one, ...in the ■same way, 
.seeing - which causes work in. the same- direction as the ■ 
cause first studied, and which causes. work. in another cUree- 
tioii, and so tend to counteract it ; and at last he, arrives at 
a conclusion, which may approach more- or less. 'nearfy to ' 
the actual truth, as to the explanation of.' the result ■wine 
has been the subject of -Ms ■study..,'..,;He...is.' then in-a 'position ', 
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to forecast, with more or less accuracy, iiow the result will 
be affected by changes in the strength of one or other of 
the causes at work. 

The argument m the present Book may be taken as an 
example of this method of study. We began by examining 
what happens in a market with a variety of restrictions 
that are not often found in actual life, and we saw how in 
those conditions an equilibrium-price would be determined 
by the operations of the market. We then extended the 
study by seeing what would happen if some of these restric- 
tions were removed, and so got gradually nearer the truth. 
Then we turned to a new set of causes, the study of which 
showed us that there is a standard or normal price to which 
the market-price tends to return : and then we turned to 
still another set of causes showing that this normal price is 
itself subject to change. We are not yet at the conclusion 
of the investigation : we have left for the future, for one 
thing, the study of the effects of Monopolies, a study of 
great practical importance, and we have also postponed 
the detailed examination of the causes that lead to altera- 
tions in normal prices. The answer, then, that we have 
given to the question under investigation is not yet com- 
plete, but is only an approximation to the truth. 

When economists are engaged on an investigation of this 
kind, it is their duty to make quite plain what they are 
doing. Thus, when they are studying a single cause, and 
assuming that no other causes are at work, they use, or 
should use, the phrase, " Other things being equal,' or 
some other words which make plain to a reader, if he is 
careful, ^ust what is being done. But some writers, and 
especially some of the earlier wiiters, such as Ricardo, have 
not always been careful to do this, and have made certain 
assumptions which they have not stated in words. Students 
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have, therefore, to be on the look-out for such assumptions : 
they must know Just what the writer is assunimg for the 
moment ; and when they are sufficiently advanced to read 
some of the classical writers on the subject, they must be 
prepared to find that the assumptions , are not clearly 
stated, and that they must find out for themselves exactly 
what. is assumed. 

One assumption is so important in. connection mth 
normal prices that it is well to mention it again, although 
it has been specified in Chapter lY. ; we are assunimg 
throughout that the purchasing power of money remains 
unchanged. So far as fluctuations in market-prices are 
concerned, this assumption is in accordance with the facts, 
since changes in purchasing power do not occiu* so rapidly 
as to affect the argument materially. But when we are 
considering changes in the normal price, we have usually 
to examme a period of such duration that the purchasing 
power of money may have altered materially ; and if we 
overlook such an alteration we may foe seriously misled. 
For the present, it is enough for students to remember that 
the assumption has been made ; when' they have advanced 
further' ill their course they w^ill find- that the necessity of 
making the assumption can be avoided by considering , 
normal values . instead of normal prices, and that this course ■; 
is commonly adopted in the larger works on Economics. . 

We have described the subject-matter of this Book as 
the central problem of the science. The reason for saying 
this is found in the fact that the equilibrium betw^een supply 
and demand, which we have so far studied only in connection 
with commodities, will be found to exist also in relation to 
the various factors of production, and to explain how the 
remuneration of each factor is. determined t in otiie.r words,, 
we shall find that the wages of labourers, the interest paid 
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for capital, ttie earnings of employees and business-men, and 
tiae rent of land are all very closely connected witli tlie 
supply and demand for these different factors. The next 
Book will deal with these questions, which are gTonped 
together under the name Distribution of Wealth. 

We are not yet, however, in a position to give a complete 
theory of Distribution. - Such a theory must depend on a 
more exhaustive study of the equilibrium of supply and 
demand than we have attempted, and all that can be done 
with our present knowledge is to mdicate the processes by 
which the various factors of production have come to 
resemble commodities in many important aspects, and also 
the main features of difference that exist between the two 
classes. A prehminary account of this kind will not enable 
students to understand fully the causes that determine 
the rate of wages or rent or interest, but it wdll enable them 
to appreciate the objects and the importance of the fuller 
study of supply and demand that lies before them. 
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DISTEIBUTION. 
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We have seen that certain Factors have to be employed 
in order to produce l/Vealtli ; and we have now to examine 
the way in which the wealth when produced is distiibiited 
among the people who have furnished, the difierent factors. 
This section of the science is spoken of as Distribution. 

It is possible to imagine cases in which the question of 
distribution does not arise, though it is very hard to find 
such cases in actual existence. If we suppose that a man 
lives by himself on land to which no one else has a claim, 
and produces without assistance all the wealth which ho 
consumes, then no OD,e else could make any claim to share 
in that w^ealth on the ground that he has helped to produce', 
it ; the man who produces keeps the whole produce. 
such cases are very rare ; in all the stages of production, 
which we can observe we find that the necessary factors^' 
are provided ' by more persons than one,,- and dhat' the 
,, persons who prowde the difierent factors receive a share 
■'in. the '.produce to .recompense them for -.the part which 
they '.have .taken in production., ■ Thus, in the seif-suppo.rting 
stage of production the' cultivator, 'w^h-O conducts the 
business, also supplies most or aU of the capit'al and a 
large i>art of the labour ; but the land is usually provided 
'by the. land-holder, who claims rent for its use; the 
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labourers and artisans wlio are employed claim wages in 
return for the labour they contribute ; and if the cultivator 
has borrowed capital, the lender claiins interest for its use. 
Similarly in the artisan-stage, the artisan who conducts 
the business also provides some of the labour and capital 
employed ; but he has to pay rent if he has hired a house 
or land, he has to pay wages if he employs labourers, and 
he has to pa3?' interest on the capital he has boiTov/ed. 
And ill the factorj^-stage, the owners of the factory have 
to pa}/" rent, wages, and interest in precisely the same way. 
The reason wh}^ such pajmieiits have to be made is simply 
that people as a rule will not do things for nothing : ordinary 
men who possess land or capital want some remuneration 
for their use, just as labourers wcuut wages in return for 
then work ; and the questions with which we are now 
concerned relate to the amount of the remuneration that 
is paid to the persons who provide the various factors. 

When a commodity has been produced, the price received 
for it has to meet claims on account of 

(1) Interest. 

(2) Rent. 

(3) Wages. % 

(4) Earnings of Management. 

The problems of Distribution are concerned with the 
manner in which the amount of these ciaiias is determined ; 
but there are other claims also on the price received, and 
we must notice briefly 

(5) Replacing the capital consumed in the production. 

(6) Taxation. 

The necessity of replacing the capital consumed is obidous 
so far as circulating ca^iital is concerned. WTien a weaver 
sells a piece of cloth, the price has to cover the cost of the 
yam which he has i^ed in making it : the cultivator has 
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to replace tlie grain wMcli he has used for seed"; a sugar- 
factory has to make good what it has paid for ii].aterials 
and fuel, as well as for wages. But the consumption of 
fixed capital has also to he allowed for. Buildings, machines 
or tools do not last for ever, but wear out givaclually, and 
a time comes when they have to be replaced ; il a producer 
does not provide for their replacement out of Ms produce, 
hut distributes all of it under other heads, a time must ; 
come when his production is brought to a' standstill', because 
Ms fixed capital is used up. In all well-conducted enter- 
prises, therefore, a suitahle share of the produce is set 
aside periodically to make good the deterioration of the 
fixed capital ; thus when the accounts of a factory are 
made up for the year or half-jrear, a sum is set aside iiiider 
the name of depreciation before the earnings are calculated. 
'The need for such a provision is indeed frequently over- 
looked by producers in a small wa}^ of business, and this 
omission is a common cause of their financial ruin. If 
we take the case of a cultivator who has bought a pair of 
bullocks for fift}^ rupees, and who counts on them to do 
Ms w’'ork for ten years, it is easy to see that he slioo.lcl. setf 
aside five rupees ^ out of Ms produce each year, so that in 

1 Strictly speaking, less than five rupees, would suffice if he coiild 
invest' the money and get interest on it until it is needed ; he would 
have to 'put aside aniiually such a sum as v'ould amount to fifty 
rupees at the end . of ten, years. But where a cultivator has not 
, a,ccess to a bank, as is still generally the case in India, it is not. easy 
lor hiin to put .small sums out at interest in this way ■ 

'On the^ other hand, he w^ould be wise' to put something extra asiilo 
' by way of Insurance against the risk that bis cattle may die^bcforo 
the ten years have expired ; if they die. after six years, he v/ill only 
have thirty riip.ees available to replace them. Mo.st .fornis of eiitop' 
prise provide' in one way or another, for. insurance against certain 
risks of this kind, and the subject'^ is .discussed at length in the 
larger' treatises on Economics ; but, we. are leaving it nut oi acrooiii} 
for the present in order to simplify as far as -possible a pro Diem wiiicli 
is in any case complicated, ■ ■ 
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ten years' time lie may have the money to buy another 
pair; but as a matter of fact cultivators very often fail 
to provide the money for replacing their capital, and when' 
their cattle die they have either to borrow fresh capital 
to replace them, or if they cannot do this they have to 
leave their holding, which is their means of livelihood. 

Thus the wealth produced has first of all to make good 
the capital consumed in its production, whether the capital 
is circulating, that is, consumed in a single operation, or 
whether it is fixed and wears out gradually. The balance 
left after doing this is the amount available for distribution. 

The other item, taxation, represents the amount that 
has to be paid to government or to local authorities such 
as municipalities. This amount is determined directly by 
legislation and not by economic causes ; the economic 
effects of taxation may be very important, and these are 
usually considered in a special department of the science, 
but for our present purpose it is enough to note that part 
of the wealth produced may have to be paid away in the 
form of taxes or rates, and is not available for distribution 
among the factors of production. 

Excluding these two items, the remaining four represent 
the claims of these factors, interest for capital, rent for 
land, wages for labour, and earnings for the person who 
undertakes the business of production. As we have seen 
in a former chapter, Production can be organised in more 
ways than one, and a theory of Distribution can be worked 
out for any method of organisation that may come into 
existence ; but we shall confine our attention to the 7 mthod 
which exists in the present day, where- a man (or a group 
of men) undertakes a productive enterprise, and hires the 
land, the labour, and the capital which is required in addition 
to any which he may himself contribute. We shall call 
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this man tlie Producer : ^ Ms position is (iistin.gi3lslied by 
the fact that, while he pays for the land, labour and capital 
hired such sums as may be agreed, he keeps for liiiiiself 
wha^t is left after making these pa37inents, and thns derives 
no benefit for Mmself if Ms enterprise is a failure. Under 
tills system of production, the questions that arise relate 
to Bjeiit, Wages, Interest and Earnings. 

It ml be noticed that the income wMch a producer' 
derives from Ms enterprise usually amounts to something 
more than the earnings of Ms management it includes also 
the remmieration due to each of the factors of production 
wMch he has contributed. When a cultivator, for instance, 
has paid his rent and interest and the wages due to Ms 
labourers, the balance of the produce in his hands is not 
due solely to his conduct of the business : he has^ laboured on 
the land, at least as hard as any of the labourers whom 
he has paid, and a share of the income is due to his labour ; ' 
another ' share is due to Ms capital which he has emplo^red,; 
and we may say that the income that is left to him eoiisists , 
partly of, wages, partly of interest, and partly of csaniingsr' 
of management. And in the same way a man who owns 
and manages a factor}" has a' cia.im both for the capital 
invested ,in the factory and for Ms' own work as manager ; 
Ms income is made up of these two elements.^ 

,^ 'EiiglisB. miters have at variotis times used diiferent/ n,ames for 
, this man; his position is. exactly described by -the French word 
, mtrepremur, and some E.iiglish writers use the word ‘ mdertaker,* 
which is its English eq'iii.vaient. IJnfortimately in ordinary En.g.l.ish 
,tlie .word , ‘ luiderfcaker ’ has acquired the .special meaning of a man 
..who, conducts funerals, and its. .use in, any other sense is at present 
som,0w,hat incongruous. 

■ the period when the science of Economics was being worked 
' out ' in Western Europe, it so-, happened that most of the existhig 
production was carried on by men who supplied some part at least 
of the capital used, and at first a distinction was not clearly drawn 


240 AN INTRODUCTION TO ECONOMICS 

The producer is not the only man whose ineonie may 
be derived Iroin tv/o or more sources. When a landholder 
lends capital to his tenants, he charges interest on the 
loan (^uite apart from the. rent on the land, so that his 
income is made up partly of rent and partly of interest. 
When he invests capital in improving the land, he also 
charges the tenants with interest ; in this case, however, 
the, charge is usually made in the form of, an addition to 
the rent, and consequently we find tenants paying under 
the name of rent a sum which represents partly rent in 
the strict sense and partly interest on capital. For some 
purposes the economist has to distinguish betw^een these 
two items, because the laws that determine the amount, 
of rent are not the same as those which determine the 
amount of interest. 

Thus the economist cannot always discuss men’s incomes 
as a whole ; he has to examine the sources from which the 
income is obtained, and must give separate consideration 
to the part earned by each separate factor of production. 
And on the other hand, he has to he careful to include in 
his examination all that is really earned : the remuneration 
of some people is made in such a way that part of it may 
easily be overlooked. For instance, in some parts of India 
a groom gets w^ages of three rupees a month, and a careless 
person might take this sum as represeiitmg his mcome ; 
but such a man usually gets, in addition to the money, 

between their earnings and the interest on their capital ; their whole 
income was described as Profits. But as the study of the subject 
advanced, it was found that no satisfactory theory could be stated 
regarding the rate of profits, because the two elements (eamings and 
interest) which compose it are not determined by the same law's. 
It was thus found necessary to distinguish between the two elements, 
e%^en w-hen both are taken by one man ; and where the older writers 
discuss profits, most modern books contain separate discussions of 
interest and eamings. 
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free lodging for Mmself and Ms family, a certain amount 
of grain for food, a blanket for the winter, and perhaps 
some other items. All these must be- taken into account 
in calculating the income that he receives as remuneration 
for Ms w^ork, and not merely the money that is paid to him ; 
and the same is true of all persons who obtain, benefits 
apart from the money that is paid directly to them, whether; 
those benefits take t.lie form of a house free of rent, a pension' 
in old age, free medical attendance, or whatever the benefit 
rQ.ay be so long as its value can be stated in terms of money.; 

In examining then 'the distribution of wealth, the 
economist considers the whole of what each man gets for 
each single factor of production that he provides ; "where 
men provide only a. single factor, he can concern himself 
directly with their total income, but when they provide 
more factors than one lie must concern Mmself separa-tely ■ 
with the parts of their income due to each factor. We ' 
proceed to consider in tliis way the cemses that mfioeiice : 
the rates of interest, rent, and ivages and other earnings. 
We shall find in tliis study that the factors of production 
can be regarded very much in the same w’"ay as we regarded ; 
commodities in the preceding Book : . there is equilibrium, 
between .the supply and demand in regard to land, l,abou.'r 
and capital just as the,re is in regard to commoditks,, 'the 
rate' of rent, or of interest, or of w^ages being, regarded as ; 
the price ,, paid for the services of those ' factors, ■ B'lit at 
the, 'same,, time there are special features to' be allowed for,', 
in the, case of each factor,; so That neither land no,r labour 
nor capital can be regarded 'sim,ply .as a commodity. . 

There is an apparent distinction ' between coniniodities ; 
and the factors of production that may', be noticed 'before,: 
we enter on the di.scussioii which has been- indicated abo've. '.:' 
As a matter of fact, at the present day most comiiioclities-,^^ 



are obtained by a single payment representing tiie price, 
while the payments for the factors of production are as 
a rule made periodically ' and depend in ;.amoimt on the 
time for which the factor is used- in other words, most 
commodities are bought, but most factors of production 
are hired. This apparent distinction is, however, of little 
or no importance. On the one hand the hiiiiig of com- 
modities is by no means uncommon though it is not so 
common as hii3dng 5 we constantly hire conveyances of 
various sorts, we hire houses to live in, and sometimes 
we hire things like furniture or cooidng vessels for temporary 
use. On the other hand land may be bought for use in 
production, though as a matter of fact it is more commonly 
hired ; while slaves could be bought in India not very 
long ago, and can still be bought in some parts of the world, 
and employed as labourers in production. The distinction 
between buying and hiring then does not in fact mark a 
difference between commodities and factors of production, 
and at the present stage students can safely leave it out 
of aocoimt : we have to consider the way in which the 
pa^mients made for the factors of production are determined, 
and it does not matter that these pa3rments are made 
periodically instead of being made once for all. 



CHAPTER XXXIII. 


mXEREST OX CAPITAL. 

We do not fconw exactly wlieii the pra^ctice of payin,g 
interest for the use of capital arose in India. We have 
seen in Cliapter XII. that it cannot have arisen 'iiiitil tlie 
process of saving had begun, because the stock of aeciiinii- 
lated wealth from which capital is drawn depends on sav:ing 
for its existence. It seems probable that when savhig 
had' begun,, peop,!e at first used their wealth mainly as 
capital in their own business, and that the practice of leiid- 
ing it to other people on interest came gradually into exist- 
ence ; we do not know for certain that this was the case, 
but we '.mll assume that it was, and we mil take an imaginary 
illustration ', from a very early period of the process, , w,liich 
will, throw light on the nature of the transaction which we 
are considermg,., , , ■ 

We will 'Suppose that a cultivator’s :p.lougli-biilIocks have 
, died, suddenly, and that 'he has not. got. any accimiiiiatecl 
, wealth, which. he can use ,to buy new ones.; . He .knows 
■a neighbour has., saved up a consid,erable stoc'k' of ' grain, 
and he asks that neighbour to lend .him .enough of' .it to 
buy the cattle which he needs. The' neighbour 'replies that 
he wants to spend the grain for, his own. .satisfaction,, say 
in building a new house for himself : '-the': cultivator 'urges 
that.’ he does not want. .the. .new house at 'OneCj but coiiM 
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wait for a year mitn the loan has been returned. The 
neighbour in answer to this asks, Why should I wait ? 

The cultivator can reply in one of two ways ; he may . 
urge that they are relatives or old friends, and that his 
need is very great because he cannot live unless h© ploughs 
his land ; and if his neighbour listens to these arguments, 
the loan is given as a matter of friendship or charity, and 
the question of interest does not arise. But on the other 
hand, the neighbour may not be inclined to act charitably, 
and the cultivator may say : I will make it worth your . 
while to wait, because next year I will give you back more; 
grain than you lend ; ” and after bargaining, the loan may 
be arranged on condition that twenty-five maunds of grain 
are advanced, and thirt}^ maunds are to be repaid after a 
year. This is a loan of capital at twenty per cent, for 
a year. 

Students may well consider this illustration in some 
detail, because it brings out clearly the fundamental facts 
of a loan at interest. The borrower wants the immediate 
use of a certain amount of w^^lth, and in order to satisfy , ., 
his want he is willing to pay something at a future time : 
the want is just like those wants wliich we considered in 
Book III., and he will give some wealth in order to satisfy 
■ it, Just us a man .gives a rupee to buy a ser of gJii. The ,; 
lender on the other hand is in possession of wealth which 
he could use to satisfy some of Ms wants' ; \ but he decides 
that some more wealth received in a year’s time will enable 
Mm to obtain more satisfaction on the whole than if he 
spends his existing stock at once ; it is worth Ms while to 
wait, because he will be able to satisfy more wants in a 
year’s time than he could satisfy now ; he will secure more 
satisfaction by waiting than by spending at once. 

We have supposed above that there is bargaining between 


j 
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tlie two parties before tlie amonat to be paid as interest 
is settled : it is obvious that their position in this respect 
is the same as that of buyers and sellers of a commodity. 
The borrower naturally wants to pay as -little as possible^' 
and there is a- limit to the amount which he will pay, just: 
as there is in the case of a purchaser. If the borrower - 
should find, for instance, that he would have to pay twice 
the loan, as interest, he might decide that the charge was 
greater than he could possibly hope to pay, and no loan 
would be in.ade : and even though he calculates ...that he 
could manage to pay fifty per cent., as interest, he will not 
offer to pa}?” so niueli if there is any chance of the lender 
being content with less. The lender on the other .hand 
wants the highest pos.siijIe interest : there is a limit below 
which he will not lend, but he will take more than this 
limit if he can get it. 

Even then in such isolated transactions at an early 
period in the organisation of prodii.ction, a loan of capital 
is settled in very imioh the same way as the sale of a com- 
modity., ' At this stage there is of course no regular market, 
if— as we have assumed — such traBsactioiis ' are' at first 
rare ; and in fact a market for capita! can scarcely be 
said to exist even now in many of the villages of India.' 
The development that has taken place has, as in other 
matters,' been the growth of customs, ..diftermg in detail 
.from, village to- village. It is obvious that a. man who lias 
once - made a loan and had it repaid with interest will in. 
many cases be ready to. make further, loans,- and as tune 
...goes 'on. his family .may develo|> a> regular- money-lending 
'business '.wdiiie.'euitivators who want capital will naturally 
apply to a man 'who .is Im own, to .'have lent money before. 
We can thus see hoiv the existing, conditions in villages 
have grown up: a large number- of the ' inhabifc^^^^ want 


246 AN INTRODUCTION TO ECONOMICS 

to bonw money from time to time, and there are a few 
men (perhaps there is only one in a village) tea y to en 
money nrovided they can get a rate of interest which they 
consider satisfactory. The position of these money-lenders 
is wy similar to that of the retail traders, whom we con- 
sidered in Chapter XXVIII.; they fix the rate of mterest 
which they charge, jnst as retailers fix their prices of gram, 
hut the rate is Hmited by the fact that if it is too high 
fewer loans wiU be made, and their income from mterest 
: wm be reduced. While then such money-lenders have 
usually customary or standard rates of interest, they modify 
their charges in accordance with changes in the demand 
for capitar; they wiU lend money below their customary 
rates rather than keep it unemployed, and they will charge 
more than usual at times when the demand for money is 

There is then no regular market for capital m ordinary 
villages, just as there is in them no regular market for 
™ or other produce. To find a market for capital we 
must go to the cities and towns. In them we fine the 
conditions which constitute a market : on the one si e 
a large number of people anxious to borrow, and to get 
the capital they require at the lowest imssible rate : an 
on the other side a number of people with money to lend, 
and anxious to get the highest possible rate of mterest on 
it The lenders consist mainly of the banks, which have 
been described in Chapter XVI.: a large part of their 
business consists, as we have seen, in collecting the savings 
of individuals and lending the sums collected so as to maze 
a profit.. A bank which is paying interest on the money 
which it holds obviously cannot make a profit unless it 
lends that money at a higher interest than it is paying ; 
and consequently every bank wishes to have as much as 
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possible of its money lent out at the highest rate of 
interest wliicii it can get, keeping in its hands only 
enough to meet the claims of those depositors who may 
want their money back at once. The banks, therefore, 
as lenders are in a position similar to that of the sellers 
ill the market of a commodity ; they want to lend their 
money just as the sellers want to sell their grain. ; but 
they want to get the highest possible rate for their loans, 
just as the sellers want to get the highest possible prices 
for their grain ; and they compete with one another i,ii 
the attempt to secure what they want. 

The borrowers include all the persons who want money 
for any purpose ; these purposes are ¥ery various, but- 
the feature common to all is that the borrowers want to pay 
as low a rate of interest as possible. The borrowers are 
thus competing among themselves for the money that is 
available, while the banlis are competing to lend the money 
which they possess ; and we thus; fmd ail the features of 
an organised market, just like the wholesale wheat-market 
which we described in the previous Book. 

Following the ordinary use of language, we, have, spoken 
of the transactions carried out in such a market as made in 
money. It is in^ fact rare for a producer to borrow the? 
actual capital which he needs ; as a rule., he- borrows money 
with which to provide that capital. The cultivator m 
our opening illustration did not want the wheat he borrow^ed 
for use as wheat ; he wanted cattle, a'lid he boiTowed the 
wheat to give in exchange lor them,. Tn the same wuy a 
man who wants to set up a factory do.es' not borrow tlie 
particular items of capital which\,he .needs, . the . bricks, 
mortar, timber, machinery and so. on,; ■ he; borrows moiiey. 
to pa}^ for tlies( 3 . We have excluded a discussion of tne 
meaning of money from this introductory course, but 


248 AN INTROBUCTION TO ECONOMICS 


students are already familiar witli the fact that the word 
means something more than pieces of coined metal, and 
that a man who borrows a lakh of rupees no longer needs 
to have a cart loaded with the silver coins, but can handle 
the loan in various convenient ways. This knowledge 
is sufficient for our present purpose, and we shall continue 
in this chapter to speak of the transactions we are con- 
sidering in terms of money, remembering that it is not 
the money which borrowers really want but the various 
things which the money can be used to pay for. 

One point in this market for money deserves special 
notice.^ In discussing the wheat-market, we saw that 
dealers have to pay constant attention to the conditions of 
supply and demand in other places, because wheat can be 
taken from one place to another and will ordinarily be taken 
for sale to those places where the price is highest. But it is 
much more easy to move money than it is to move wheat 
or some similar commodity ; students will not realise the 
truth of this statement fully until they have mastered 
the subject of Credit, but it is obvious that a lakh of rupees 
can be sent say from Calcutta to Cavmpore in the form 
of currency notes very much more cheaply and quickly 
than wheat to the same value could be transported. And 
even currency notes are comparatively a clums^^ method 
of transferring money from one market to another : with 
the existing organisation of banking and credit, a telegram 
of a very few words is enough to transfer the largest sums 
from Calcutta to Cawnpore, or Bombay, or Rangoon, or 
London. In this way money can be sent to Sbiij part of the 
world vviiere at the moment it can earn the highest profit, 
and a banker in Cawnpore or. Delhi has to know the con- 
ditions regarding supply and demand which prevail not 
merely in the cities of India but in other countries such 
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as. Engiand, and America^ and Japan. Tiins the market 
in question is even more Mgliiy organised than the ma.rket 
■for wheat, but the organisation is of the same Idnd. Let 
ns examine in a little more detail the conditions of supply 
and demand in such a market. 

We have seen that in a market for commodities the 
general law is that the amount demanded falls when the 
price rises, and rises when the price fails. This is equally, 
true as regards money. Borrowers want money for a largci 
variety of purposes, but most of it is^ wanted in ordc-^r to 
make a profit by iismg it in" production, and producers will, 
as a rule, employ more and more money so long as they 
can get^ a profit by its use. The individuai producer is 
constantly asking himself the question : Can I employ 
more capital with advantage or not ? He calculates, for 
example, that he can increase Ms income, bv two 
thousand ■ rupees a year if he employs ten thejusaiici 
rupees in setting up certain new^ machines : he knows 
that in order to provide for depreciation he siiou.ld set 
aside one thousand rupees yearly from the additional, 
income,, and he has to see ' if it is.wwth.his wMle 
to set up the , machines for the sake of the' income of 
one thousand rupees that is- left when .this- provision has 
been made.. The answer clearly depends on the rate of' 
interest ' which he has to pay for the loan : if he can . get 
it at four per cent., he will have six hundred rupees left- 
for himself as earnings, and he wdll almost certainly make 
the investment ; w'MIe if he finds that he would have to 
pay ten per cent., he sees that there would be nothing left 
for Minself after pa^ying the interest, and he will not, as a 
rule, think this worth his while. If we sxsppose thai lie 
can get the money for something less than ten per cent., 
80 that he can hope to eani a small sum, say fifty or a 
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hundred rupees a year, Ms course of action is doubtful : 
some men would tmnk it is just worth their while to buy 
the machines^ and others would, after hesitating, decide 
against it. 

In the same way, the extent to which money is borrowed 
for dealers’ transactions depends very largely?' on the rate 
of Interest. A dealer, for instance, who buys wheat from 
-cultivators at harvest, must as a rule have money to pay ; 
the price in cash for each lot of wheat that he buys. He 
may calcMate that by buying wheat in the villages and 
selling it in a distant market, he can make a profit of two 
rupees per cent, in two months after paying all necessary _ 
expenses such as tho cost of carrying the wheat from the 
villages to the market : is it worth while to borrow money 
in order to carry out this transaction ? Two rupees per 
cent, for two months is at the rate of twelve per cent, 
for a year ; and if the dealer finds that he would have 
to pay twelve per cent, or more for a loan, he obviously 
will not borrow. On the other hand, he would probably 
borrow a large sum if he could get it for four per cent., 
while v/hen the rate is about ten per cent., he will be 
doubtful whether it is worth his while to borrow or not, 
and difiierent dealers wiU decide this question in different 
ways. 

Almost ail classes of borrowers then are in the same posi> 
tion. There is an upper limit at wMch they will not borrow 
at all, because there would be notMng left for them after 
paying interest at that rate. This limit is not the same 
for ail borrovrers ; it varies with the nature of the trans- 
action, but whatever it may be, the general fact remains 
that when the rate is' below this limit, the lower it is the : 
readier will men be to borrow. Thus in a large market, 
whatever the rate may be, there will always be men who 
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are hesitatmg wliether to borrow or not, and other men 
hesitating as to the amoimt they will borrow ; and even 
a small change in the rate will affect their decision.. So 
far then as the demand is concerned, money can be regarded 
as a commodity, and the general Law of Demand, applies,,,., 
to it. 

Turning now to the question of supply, the money that 
is ready to be lent at any moment is almost entirely in 
the hands of the banks and of those firms which do banking 
business without calling themselves banks. At very low 
rates, some or all of these institutions will not lend money 
at all ; and the higher the rate which, can be got, the more 
ready will they be to lend in larger and larger amounts. 
It is ^ easy to see, ■ therefore, that the siip|)ly of money in 
the market will be increased when the rate rises, just as 
the amoniit of wheat offered for sale is increased when 
the price is raised ; in fact, it is easier to increase the 
supply of money than of wheat for the I’eason (wiilcli has 
already been mentioned) that money' can be m,oved from , 
place to place more easily and more quickly than wheat. ■ 
Thns OB the. one hand we have a number of borrowers 
anxious to borrow^ at the cheapest, possible rate,, and on 
the other, hand a number -of lenders anxious to .get the . 
highest rate they can ; and the bargaining that goes on 
between the individuals determines for the moment the 
market rate of net interest, at the point where the Demand 
and the Supply are equal. 

. : The expression net i'ntefest whioh we have just used 
drawls attention to an apparent difference betw-een inteiest 
and prices, which will be explained in the next chapter. 


CHAPTER XXXIV* 


INTEREST (ConUnued). 

Students will remember that when we were describing a 
market for commodities, we laid stress on the fact that 
tliongb the price may change very rapidly, there is at any 
moment only one eqiiilibrinm-price : wheat, for instance, 
cannot stand at the same moment at sixteen and at fourteen 
sers. A slight knowledge of the market for capital suggests 
that this is not true in the case of interest : some men will 
be borrowing at five per cent., while others have to pay eight 
or ten: or tivelve per cent., and it looks as if there, ware no 
such thing as a market rate of interest, corresponding to 
the market price of wheat. The reason for this, apparent 
difierence is to be found in the fact that what is called 
interest in everyday talk includes not only payment for 
the use of capital, but also pa^unents of other kinds. Econo- 
misfe thus find it convenient to diaw a distinction between 
gross and net interest. Gross interest is •what we mean by 
niterest in ordinary talk, the whole amount that a borrower 
has to pay, while net interest is that portion of the gross 
interest which is paid simply for the use of capital. 

Gross interest ordinarily includes payments on account 
of two items in addition to net interest. One, of: these is^^ 
insurance against the-.risk .'that the boiTower will not return/ 
the capital when it is due. The seller of a commodity has 
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not to consider a question of this kind, because Ms transac- 
tion is complete when the commodity has been deliYered 
and its price has been received ; but a loan of capital is 
a transaction extending over a considerable period of time, 
and it may happen that during tliis time the position of the 
borrower changes so that he is unable to fulhl liis promise 
to repay. If, for instance, he has borrowed hi order to 
buy iiiaclihiery, he may find that the maclmiery he has 
bought is unsuitable, and ^delds'hiin no profit ; or if he lias 
borrowed to buy gi*aiii or other produce, prices may have 
fallen so much that lie has lost money instead of gaining 
it by Ms transactions. There is thus a risk that the borrower 
be unable to return the capital ; and the lender guards 
himself agahist this risk by charging ia. every ease soiiu^- 
thing more than the net interest. If we suppose that a 
man 'who has lent Rs. 10,000 in small sums to a large 
number of people charges each of them two per cent, to 
cover this risk, then he hopes to receive Rs. 200 in a year 
in addition to the net interest. If he. finds .at the end 
of the year that all his capital is repaid, he has gained 
Rs. 200 ; while if his debtors- are unable' to pay Rs. 500 in 
all he has lost Rs, 300. 

A ■ moneylender or banker regulates the amount of Ms 
-charge for insurance against.- risk 'according to the vi(3W 
• he takes of the risk in the case of each borrower. If he 
Imows that a particular borrower - is both honest anl 
prosperous, , the c,harge he. io,akes .will be .small ; if the 
borrower is not prosperous, the risk that he mB>j be unrdde 
to repay becomes much greater, and' the extra charge is 
much Mglier ; ivMle if the borrower , is thought To be dis- 
honest, and iikety to refuse to .pay' when .. the time comes, 
no one will lend Mm money- except, at- a very Mgli ciiarge 
indeed. In ordioiiry business- 'a ■man^s credii ..is .-said to .be. 
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good if people generally expect Mm to pay Ms debts j and 
bad if they tMnk be will be either nnwillmg or unable to 
pay ; and a man’s credit may be measured by the amount 
that he is charged for loans. Again the charge for in- 
surance mil vary' greatly according to the nature of the 
security that the borrower gives. Sometimes a loan may 
be given on what .is called the personal security of the 
borrower, that is, simply on the borrower’s promise to pay. 
Loans on the personal security of the borrower are naturally 
given only to men whose credit is good, and even then the 
charge is usually Mgh because there is the risk that a man 
may become unable to pay even though he wishes to do so. 
Such a man can get a loan at a substantially lower charge 
if two or three other men, whose credit is also good, agree 
to be security for him, that is, to be responsible for the loan 
if he fails to pay. The charge is less in tMs case because 
there is much less risk that three or four persons will 
become unable to pay than that one man wil default. 
Or a man may give some tangible security, which the lender 
can realise in case of default j he pledge Jewels, or 
mortgage a house or land, and if tMs security is easily 
realisable the charge for risk ma»y be very low. But in 
practically ail cases of loans to private persons the sum 
charged as interest includes a charge for insurance against 
risk in addition to the net interest. 

The second kind of pa37ment usually included in interest 
is a charge for the work done by the lender, in fact his 
earnings of management. It may vary according to the 
trouble that he has to take in each case, for instance, in 
making sure that a mortga.ge is legally valid, for storing 
Jewels pledged to Mm so that they may not be stolen, for 
finding out how the borrower’s credit stands, and so on. 
Thus to ascertain the net interest, we have to deduct from 
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the charge actually made sometMng on account of insurance 
against risk, and sometliiiig on account of earnings of 
management. ‘ ' 

An example wil make the relation of net to gross interest 
more easily understood. We will suppose that on a par- 
ticular day a bank makes loans to different persons at 
6, 8, 10 and 12 per cent., and we will also suppose that the 
bank charges in each case 2 per cent, on account of its 
earnings. Deducting this 2 per cent., we see that the 
various borrowers are paying 4, 6, 8. and 10, per cent, to 
cover both net interest and insurance. 'The rate of net; 
interest is the same in the case of ail the loans made at the . 
same time, and we may take it at 3|- per cent., and by 
deducting this sum we can see what each borrower is 
paying as insurance. The first borrower is only charged one- 
half per cent., and w© may be sure that Ms credit is very 
good, and that he .has given very satisfactory security. 
The others are charged respectively 2|, 4| and 6| percent, 
by way of insurance. The manager of the bank, haS' con- 
sidered the. credit of each, of them and the '.nature of,,the' 
security which each has .offered, and has fixed .these charges 
in 'the light of .his experience so that,- to the best of,, -Ms:' 
Judgment, the bank will mot , lose, money in .the long run 
by some of its debtors .failmg to, pay.;. . he knows that in 
the ordinary course of busmess';, some, debtors wifi fail 
■ to pay, and he ■. .calculates , that ..such losses, will be just 
about covered by the charges --wMch he makes. 

It is then the.. market rate. of net interest 'whMx is .deter- 
mined by the conditions of supply and demand that prevail 
at any moment' in the market j. and the gross 'in te.rest,. 
wMch individual borrowers have to pay, is made up of 
tMs net interest and of the other items that have been 
described above. It is not easy for students to know just 
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wliat the net rate is at any moment, because the market 
reports which are published in the newspapers do not 
'distinguish the various items as we have done ; but an 
idea of its huotuations during short periods can be got by 
watching the changes in what is known as the Bank Rate. 
From time to time each of the three Presidency Banks — 
(i,e. the Banks of Bengal, Bombay and Madras) announces 
the lowest rate at which it will lend money on perfectly 
good security. At one time, when the demand for capital is 
small compared with the supply, the bank rate may stand 
at four per cent, or even as low as three per cent.;' then 
when the conditions of supply and demand change, the 
rate may rise rapidly to six or seven per cent., and occa- 
sionally even higher. These changes in the bank rate 
indicate the changes in the market rate of net interest ; 
the net interest is less than the bank rate, because the 
latter includes charges for management, and a small charge 
for risk, but these do not vary greatly in' a short period of 
time, and, consequently, 'it is safe to conclude that a rise 
of one per cent, in the bank rate indicates a rise of about 
one per cent, in the market rate of net interest. 

In the case of a market for a commodity, we saw that 
at any given time there is a normal price to which the 
market j)rice tends to return ; and in just the same way 
there is a normal rate of net interest. When the market 
rate rises, those persons w’ho have beeii hesitating whether 
to boxTOw or not will decide not to do so, and in this way 
a rise in the rate will operate to reduce the demand for 
capital. On the other hand, a rise in the rate will make 
lenders more ready to lend ; and so the supply is increased 
while the demand is reduced. A rise in the market rate, 
therefore, affects the demand', and the supply in such a 
way as to lead to a reduction in the rate w^hile ,a fall in 
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tlie rate, "by mdiacing people to borrow and making lending 
less attractive, tends to make the rate rise again. The 
relation of the market rate to the normal rate is thus 
precisely the same as that of market to normal prices. 

There is, however, one peculiarity that requires notice, 
namely, the variation in the rate of interest vdth the season 
of the year. A variation of this kind occurs in all coun- 
tries where a large proportion of the circulating capital 
in use is employed in trade in agricultural produce, and it 
is especially noticeable in India, where this proportion is 
at present very high. A large variety of crops ripen in 
the same month : cultivators are anxious to sell their 
produce as soon as possible, and at each harvest there is 
a large demand for capital to buy the produce and trans- 
port it to the places where it will be consumed. This 
demand decreases when most of the produce has been 
dealt with ; and so the demand for capital is much higher 
in some months than in others. In Calcutta, for instance, 
demand is slack and interest is low during the early part of 
the rains, and the bank rate at this period is low. As soon, 
however, as the Jute crop ripens, money is wanted to deal 
with it, and the rate of interest, as a rule, rises rapidly ; 
then more money is wanted for the rice crop in Bengal 
and Burma, while by the time the cold weather begins the 
Bombay market demands large sums to deal with the 
cotton crop. The bank rate (which, as we have seen, 
indicates the rate of net interest) is therefore generally 
high or very high during the winter. If the winter crops 
are good, there is a further large demand for capital to deal 
with wheat and oilseeds ; but as soon as this demand is 
satisfied the bank rate falls again, and it is usually at a 
minimum in the rains until the next jute crop causes a 
fresh rise to begin. Students, therefore, who wish to follow 
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tlie movements in- the rate of '.interest that takes place from 
montli to month, must allow for the fact that the demand 
for capital varies very greatly with the season of the year, 
and also for the fact that it varies from year to year with 
the yield of the crops ; and they will find that these varia- 
tions ■ account for changes in the hank rate, and are, in 
fact, put forward to explain such changes in the reports 
which most of the chief newspapers publish regarding the 
market in Calcutta or Bombay. 

Lastly, the fact must be emphasised that while at any 
time there is a normal rate of interest to which the market 
rate tends to return, this normal rate does not remain 
fixed for a long period, but changes with the changing 
conditions of the country. We are not yet in a position to 
consider this subject in detail ; students have first to 
master the movements in normal values, a subject of vdiich 
the full consideration has been postponed (Chapter XXX.), 
and then to apply their knowledge to the long-period 
movements in the rate of interest. For the present, all 
that can be done is to indicate some of the causes wliich 
may result in changes in the normal rate, leaving the study 
of these causes for the future. 

It is easy to see that the demand for capital must in- 
crease with the progress of the organisation of production. 
We have seen in Book II. that this organisation involves 
the employment of more and more capital, and that it 
depends on the supply of capital in sufficient quantity. 
If this tendency stood* by itseK, increased demand must 
bring a higher rate of interest, and the development of 
production must thereby be checked. But the tendency 
does not stand by itself, for while the demand for capital 
increases, the supply increases at the same time. The 
supply of capital depends, as we have seen, primarily on 
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people being able to save — that is, on their getting more 
wealth than is required for immediate consumption. The 
organisation of production increases the supply of wealth, 
and consequently makes it possible to save a larger 
amount. And while increased saving becomes possible, 
the progress of the country renders it at the same time 
more likely : people think more of the needs of the future, 
and realise the advantages of sa^dng more clearly, and they 
also realise the advantages of employing their savings as 
capital instead of hoarding them in unproductive forms. 
Thus the prospect for the future is that both the demand for 
capital, and the supply of it, wiU increase ; and the question 
whether the normal rate of interest will rise or fall depends 
on the relative speed in the increase of the supply and the 
demand. Some economists have looked forward to a time 
when the supply of capital will be so great that it cannot 
all be utilised in production, and it is conceivable that this 
may come to pass. On the other hand, the study of 
economic progress suggests that there may always be room, 
for all the capital that becomes available ; and, in any 
case, the need for more capital in India , (and in other 
parts of ■ Asia) is so enormous that the question whether ’ 
it vdll ever be completely satisfied has no present interest 
for the, student. ' 



CHAPTER XXXV. 


INTEREST {Continued.). 

We must now resume our consideration of the rates of 
interest that are paid in Indian villages. We have seen in 
Book IV. that the retail price of a commodity such as 
wheat does, in fact, depend very largely on the wholesale 
price as settled in the large markets, and that the con- 
nection between the two prices is becoming closer with the 
development of means of communication : a similar 
statement cannot yet be made with regard to the rate 
charged for loans to cultivators, and one of the greatest 
needs of the country is the establishment of such a con- 
nection, so that the agricultural industry may have access 
to the great store of circulating capital which is con- 
trolled by the markets in the cities of India. 

It is still, broadly speaking, true that there are no 
regular markets for the capital required for agriculture. 
Each village, or group of viliages, depends for its supply 
on a few local moneylenders, and probably, in the majority 
of cases, these moneylenders are mdependent of the main 
banking-system of the country ; each of them owns a 
certain amount of capital, and lends it at the highest rates 
he can obtain in the neighbourhood, but they do not think 
of obtaining additional. ■capital from the banks when the 
amount w'hich they possess is insufficient. The ordinary 
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cultivator is accustomed to deal with a particular money- 
lender, and it is not easy for him to leave that money- 
lender and go to another : custom, as we have seen, is a 
strong force in the villages, while a large proportion of the 
cultivators are, at any given time, in debt to their money- 
lender, and if one of them should attempt to leave him, 
he would at once be pressed for the money which he owed, 
and might be ruined by litigation. The net rate of interest, 
as determined in the city markets, has, in consequence, 
very Httle direct influence on the amount of gross interest 
which the cultivator pays ; he pays whatever rate is agreed 
upon with the moneylender with whom hd deals. And, 
in bargaming for a loan, he does not meet the money- 
lender on equal terms ; his need for monejr is urgent, 
and, as we have seen, he cannot go from one lender to 
another finding out who will lend at the lowest rate ; he 
has, therefore, very often to agree to whatever rate the 
moneylender chooses to fix, and the lender fi.xes the highest 
rate that a man who urgently needs money whi agree to 
pay. The consequence is that the gross interest charged 
on capital lent for emplojunent in agriculture is very high 
indeed : in large pa, rts of northern India it ranges from 
26 to 50 per cent, annually, and these very high rates are 
a serious check on the prosperity of the whole country. 
It is probably true that almost every cultivator in the 
country eouid increase his income substantially if he could 
borrow the . capital he needs at even as much as twelve per 
cent., but the charge of 25 to 50 per cent, makes it, in 
many cases, .impossible to .make,, a profit, and consequently 
the annual production of wealth in the country is very much 
less than it would be if capital could' be borrowed on. more, 
reasonable terms. ^ 

This position is not peculiar to India ; the same thing 
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is more or less true in every country where the lioldings 
are so small that cultivators oamiot deal directly with the 
ordiiiarj?- banks, and where special arrangements have not 
been organised for supplying the capital which they need. 
We have said in an earlier chapter that the ordinary 
banks cannot deal directly with the cultivator ; but let 
us suppose for a moment that a bank decides to make the 
attemx3t, and opens branches say at the headquarters of 
each subdivision of a district. The manager of each branch 
will then have to fix his charges for loans in the way which 
has already been described : in addition to interest, in. the 
strict sense of the word, he will have to charge something 
for the cost of management, and he will have to charge 
enough by way of insurance to secure the bank against the 
risk of loss. In order to do this, he will have to know the^ 
credit of each cultivator who comes for a loan ; these men 
will come from several hundred villages, and the manager 
must know the position and the character of each. Now, 
even in a single village it is not easy to find out an indi- 
viduaFs credit, and such a bank would have to keep up 
a very large stafi to make the necessary enquiries, and would 
also have to take many more precautions against loss than 
suffice in its ordinary business. The charges for loans 
would therefore be high, because (I) the cost of manage- 
ment vvould be very large relatively to the amount of 
money lent, and (2) the charge for insurance against risk 
would be much higher than in ordinary banking. 

We have taken this imaginary illustration in order to 
bring oxit clearly the fact that dealing with small cultiva- 
tors is an expensive and risky business, and that, if the 
gross charge for capital is to be kept down, some special 
arrangements must be organised to avoid the expense and 
the risk. , This is one of the cMef of the system of 
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co-operative credit wiiicb. is now being establisbed in many 
parts of India. At a later stage students will have to pay 
close attention to this s^^^stem, and, for the present, we will 
use it only as a further illustration of the nature of the 
interest that is paid in the villages. 

It is now possible for a group of cultivators in a village 
to form a co-operative credit society, and when the society 
has been legally constituted it can borrow in a single 
transaction all the capital that its members require. Thus 
if fifty cultivators join the society, each of whom wants 
a loan, some wanting twenty rupees, some wanting thirty, 
and so on, to a total of Rs. 1,200, the society can borrow 
that sum and distribute it among its members. A bank^ 
or other lender will clearly find it much easier and much 
safer to lend to the society than to, lend to its members 
mdividuaHy : instead of fifty separate transactions it 
has only to enter into one, and it has only to consider the 
credit of the society as a whole, instead of the credit of 
each separate member. The lender can thus charge very 
much less for management ; it costs him no more trouble 
to lend Es. 1,200 than to lend Es. 20, and in this way the 
existence of the society reduces the gross interest materi- 
ally by reducing the charge for management. The charge 
for insurance against risk can also be reduced. It is a 
standing rule in these societies that each member is liable 
for all the society’s debts ; that is to say, if the society 
should fail to pay its debts,, any single member might be 
made to pay the whole, h the other members could not 
contribute. Now people wdll not join in a society under 
this rule unless each of. them trusts all the others, and the 
fact that a society is foniaed' 'indicates' by itself that all 
the members can be trusted to pay their debts in all ordinary 
ckeumstances, and, consequently, the credit of the society 
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is good. There are also numerous provisions in the system 
for ensuring that the societies shall be worthy of trusty 
and the result is that a loan to a society is attended with 
very little risk indeed, and the charge for insurance against 
risk need' not be large.' The gross interest, therefore, 
charged by lenders to such a society is very much less 
than they would charge to the individuals of whom the 
society is composed ; it is less because both the charge 
for management and the charge for insurance against risk 
are very much reduced. 

We must pass over the other features of the co-operative 
system, which are designed partly to strengthen the credit 
of the societies and partly to give them access as easily 
as possible to the stock of circulating capital which is in 
the hands of the banks. So far as the system succeeds, 
its result will be to make the interest charged to agri- 
cultnrists depend on the market rate, very much in the 
same way as the price of wheat paid to the producer 
depends on the market-price of wheat. The individual 
cultivator will then, like the borrower In the city, pay 
gross interest, consisting of the market-rate of net interest 
with reasonable additions for cost of management and 
insurance against risk ; and the village-markets for capital 
will be connected with the main markets of the country. 
While, therefore, we have to recognise that at the present 
time the rates of interest charged in the villages are not 
determined In the same way as the prices of commodities, we 
must also recognise that there is a tendency for them to be so 
determined, and we may fairly expect that as time goes oh 
the position of capital will, in this respect, become more and 
more similar to that of a commodity, and that the resem- 
blance which, already , exists between the rate ' of interest and 
the price of a commodity will become closer and closer. 
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So far, in this chapter, we have dealt with the question 
of capital in the villages ; but at the present time it is true 
that even in the towns and cities the artisans and other 
small producers borrow from moneylenders in much the 
same way as the cultivators, and that the rates which they 
pay are practically independent of the market-rate of net 
interest. But in their case too the co-operative system 
opens out a way of connecting them with the, main market, 
so that there is a probability that the artisans like the, 
cultivators will, as time goes on, come into touch with the 
market, and borrow on the terms rendered possible by the 
conditions of supply and demand. 

We may now summarise our preliminary account of the 
causes that determine the rate of interest. Capital in 
India is not yet in the same position as a commodity, but 
it is gradually approaching to that condition. There is 
already a market for capital in the cities, in which the rate 
of net interest is determined by the conditions of supply 
and demand, very much as the price of a commodity. is 
determined, and the gross interest charged to individual 
borrowers in these markets is made up of the net interest 
so determined, together with additions to cover cost of 
management and insurance against risk. The small 
producers, whether in the cities or in the villages, have not 
yet access to the main market for capital, and the rates 
which they pay are still more or less independent of the 
market-rate; but this condition is not likely to he per- 
manent, and the probability is that as time goes on the 
market-rate . mil have a- wider- and wider influence on the 
/rates -charged to all classes of borrowers. When, , therefore, 
students have mastered the main- theory of the equilibrium 
oi supply and demand, they can apply its conclusions to 
' the determination of the' rate of interest as is done in the 
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Englisli test-books on the subject. They have to remember 
that ill India at the present day the rates charged on the 
capital borrowed ■ by small producers are not, as a rule, 
determined in accordance -with this theory, but stiU depend 
mainly ' on the power of the individual lenders ; but, at 
the same time, this exception is likely to become of less 
importance as time goes on, and the theory will approxi- 
mate more and more closely to the facts ,of Indian in- 
dustrial conditions. 


CHAPTER XXXVI. 


RENT OF LAND. 

We have now to take up the next factor of production— - 
Land — and see how far the rent ^ paid for it can be said to be 
determined like the price of a commodity by the conditions 
of supply and demand . In this discussion we shall confine our 
attention to agricultural land : rent of land required for 
other purposes is determined, some extent, in the same 
way as that of land taken for cultivation, and the study 
of its peculiar features can be deferred to a later stage. 

In the first place, we must recognise that though m.arkets ■ 
for agricultural land can now be said to exist in India, 
they have only recently come into existence, and their 
organisation is much less perfect than that of the markets 
for produce such as wheat. Before the Muhammadan 
conquest of northern India, the cultivator usually paid 
to the Raja, whose land he occupied, a share of the produce 
of his land at each harvest ; but it would be a mistake to 
regard this payment as being merely rent paid for the 
right of occupying the land. It included rent in this sense, 

There is no reason why a man shonJd not buy land to cultivate 
instead of hiring it, and this is in fact sometimes done, thougii the 
practice is rare" in India. The price of land is, however, usually 
calculated either with regard to the rent wdiich it will "bring, or to 
the revenue which is charged on it, which bears a fixed relation to 
the rent ' the market tliiis regards the^.rent as the real thing to be 
determined. 
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blit it also included the cultivator’s share of taxation. 
Tlie Baja maintained some sort of govemmeiit, and pro- 
tected^ the cultivator (more or less completely) against 
cheats and^robbers, and the payments made by cultivators 
formed part of the revenue' expended on the government 
of the state. As a rule, a family remained in the possession 
of the same land from generation to generation, and paid 
the share of the produce as a matter of custom, and the 
question how the share was determined in those times was 
not a matter for discussion by economists. The Muham- 
madan rulers for the most part maintained this system of 
tenure, but changes in the share taken by them were m.ade 
not infrequently : thu,s at different times we find that culti- 
vators were required to pay as little as one-tenth, or as much 
as one-third, or even one-half of their produce. Such 
changes in the rate charged were not determined directly by 
economic causes ; they depended on the will of the Emperor, 
just as the amount of taxation is now determined by the 
will of the government ; but, like taxation, these changes 
sometimes had important economic effects. In some oases, 
for instance, a cultivator might require more than half 
the annual produce of his land to keep himself, Ks family 
and his cattle alive ; and when half the produce was taken 
by the State, such a man would not have enough produce 
left for his support, and he would probabjy abandon bis 
land and look for some other means of livelihood. This 
fact was apparently more or less recognised at the time, 
and it imposed an economic limit on the share of the 
produce taken by the government : it was recognised that 
the share taken should not be so large as to cause culti- 
vators to give up their land ; but subject to this limit the 
[cultivator’s payments were regulated by the decision of 
I the State, and not by economic causes. ^ 
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It is on the whole correct to say that during these periods 
landholders did not exist in northern India, if w© mean 
'by the word landholder a person who has a right of property 
in a certain area of land, which he is free either to cultivate 
for himself or to let out to cultivators. The landholders' 
came into existence ^ mainly during the period of anarchy 
which covered the greater part of the eighteenth century, 
and then the development of markets for land became 
possible, because the supply of land was now in the hands 
of men whose income depends on the amount of rent which 
they can get for its occupation. We will look at the 
working of these markets and see how the level of rents 
in them is determined. 

In this case we have to speak of the level of rents, and 
cannot speak- of a single rate. There is, in fact, no general 
rate of rent in the sense in which we have spoken of a 
general rate of net interest. One rupee of capital is worth 
just as much as any other rupee ; but, as we have seen in 
Book II., one acre of land may aid in producing much more, 
or much less, wealth than another acre, and the amount 
of rent charged on each acre depends on its productive 
power. This fact is familiar to. everyone who knows the 
rents of a viUage : it would probably he impossible to find 
a village of any size where the rent of every separate field 
works out at the same rate per acre. Thus, in northern 
India one usually finds the fields which have the best 
situation and are most fertile renting at from about eight 
to fifteen rupees the acre, and the rest of the land paying 
lower rates according to its quahty, until we come to the 

^ This great social and economic .change receives perhaps less 
attention than its importance,' merits in most text-boo,ks, of Indian 
history. A; sketch' of its development 'has 'been attempted by the 
present writer in The Bevenue Administration of the United Proumces, 
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poorest outlying fields, which may rent for a rupee an acre 
or less, and which are very commonly let free of rent or' 
cultivated by the owner himself. When, therefore, we speak 
of a rise or fall in rents, we camiot refer to a single market- 
rate of rent, but have to remember that, the rent varies 
with the quality and position of the land ; a rise in rents 
means that all, or nearly all, of the various rates have 
increased, and a fall means that they have decreased. 

The demand for, land in the markets which we are 
considering comes from the people who want to use it 
ior the growth of crops, the largest part of the popiila- 
: tion of northern India expects to make its livelihood by 
cultivation, and each. family wants to occupy enough land 
do make this possible. The classes 'who live by cultivation 
are by temperament exceedingly conservative, and most 
of them will go on cultivating so long -as they can make a 
living at all, rather than change to some other occupation ; 
and, on the other hand, labourers who wish to improve 
their position endeavour to get land in their village to 
cultivate rather than go to work in the towms. At the 
same time, the people are not naturally inclined to ' take' 
land at a distance from their home ; they want it in the 
locality w^here they live, and they will pay a very high 
rent in that locality, though equally good land could be 
got elsewhere at a much lower rent. The consequence 
of these tendencies of the people is that there is not a 
large and w^eil-deveioped market for land ; there is rather 
a large number of small local markets, and the level of 
rents m,ay at 'any time vary considerably from market 
■ to market. The demand for land in any locality will 
; clearly increase as the population of the locality increases ; 
for, as we have seen in Book II., the production from 
a given area of land cannot be increased to an indefinite 
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extent,' but sooner or later the Law of Bimniisliing Beturns 
comes into operation regarding it, and a point is reached 
where the expenditure of more labour and more capital 
on land aheady cultivated becomes unprofitable. In the 
greater part of nortliern India the rural population is 
now so dense that there is a keen demand ; landholders 
have no difficulty in finding a cultivator for any land 
that falls vacant, while many cultivators have less land 
than they want, and many labourers are anxious to get 
land in order to start cultivation for themselves. The 
demand is of the kind with which we are already familiar’ ; 
the higher the rent that is asked for land of a particular 
quality, the less will be the demand for it, that is, the demand 
decreases as the rent rises, and increases as the rent falls. 

The supply of land will for a time increase as the rent 
rises ; the offer of a higher rent may induce landholders 
to let for cultivation land wffiich they have hitherto kept 
under forest, or have set aside for grazing or for sporting 
purposes and so long' as land remains available, the rent 
will be fixed by bargaining just like the price of a commodity, 
in such a way that the demand at that rent is equal to the 
supply. Up to this xcoint then we can regard land as a 
commodity : the market is not, it .is true, perfectly organ- 
ised, " and 'so the equilibrium -level of rents may not be 
exactly reached, but in any. locality the tendency is for the 
rents to be determined in this way. At this stage, too, 
there would be a normal level of rents to which they would 
tend to return after each fluctuation of the market. 

We need not, however, consider this stage in detail, 
because we have to take into account the special feature 
of the market which arises from the fact that the supply 
of land is limited in amount. As population goes on in- 
creasing, a time comes when ail the land suitable for 
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ciiltiYation is already let, and tlien there is no possibility 
of iiicreasiii..g the supply in order to meet an increase in 
the demand. The conditions are then entirely different 
from those that prevail in the case of a commodity, the 
supply of which can be increased indefinitely. • This point 
has aheady been reached in the greater part of northern 
India ; all the land fit for cultivation is already occupied, 
and the supply cannot be increased further.^ 

To understand how rent is determined in these condi- 
tions, we must go back to the argument of the last Book 
and see what is the position in regard to bargaining when 
the supply is strictly limited. Let us consider the position 
in a pargana where all the land that can be cultivated is 
already let to cultivators ; and let us suppose that the 
cultivators as a whole are just able to support themselves 
in the way of life to which they are habituated — that is 
to say, they are becoming neither richer nor poorer as a 
class (though probably some individuals with exceptional 
skill or diligence are getting richer, and others who are 
lazy or unskfifui are getting poorer). In this position 
labourers who want to start cultivation, or cultivators 
who want more land, can be satisfied only by taking the 
land from the possession of someone else. Let us confine 
our attention to a single holding, and say that a new- 
comer offers thirty rupees where the present holder pays 
twenty-five. On the supposition already made, the present 

^ It is sometimes possible to increase the supply of fertile land by 
expending capital on reclaiming barren land. Thus, very large 
areas in the Panjab have been made fertile in recent years by the 
construction of canals for irrigation ; and it is possible that methods 
may be found of reclaiming the large areas of shifting sand or heavy 
clay that are at present unproductive. But the efiect of such 
improvements is temporary : as population continues to increase, 
the land so made available becomes occupied, and the position is 
then the same as before. 
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tolder mil gee no chance of getting other land anywhere 
else in the neighbourhood, and in order to keep the land, 
■which is his only means of support, he must offer to pay 
more than thirty rupees ; and if the newcomer bids thirty- 
five rupees, he must offer more, and so on. In such a 
position then, -when the demand exceeds the supply, and 
when landholders are free to let their land to the highest 
bidder, rents will be raised up to the highest level that culti- 
vators will offer rather than abandon their land. 

It is not difficult to see what this level ■will be. The 
people who are competing for the possession of the land 
want it m order to make a living frOm it. It is obvious 
that they will not agree to take it at a rent so high that the 
income left after paying the rent wiU not suffice to keep 
them alive, but it is certain that, short of this limit, rents 
will be forced up to the highest possible rate. In countries 
like most parts of India, where there are few other means of 
Hvelihood open to a cultivator, and where the people, 
by custom and tradition, look to cultivation as the natural 
mode of life, they will pay a very large share of the produce 
in rent rather than leave the land, and may be left with 
only the barest necessaries of life after they have paid for 
the labour and capital that they cannot do without. In 
such an economic condition then, the normal rent of land 
will be the entire produce that is left after deducting the 
necessary expenses of cultivation, including in this term 
the necessaries of existence for the cultivator and his 
family ; the rent wOl be kept at this level by the pressure 
of people demanding land, the supply of which is strictly 
limited. There is no doubt that rents in most parts of 
northern India would have reached this level at 
day if it had not been for the 





CHAPTER XXXVII. 


RENT {Continued), 

In the last chapter we sketched the growth of the market 
for agricultural land in northern India, and showed that 
in the conditions which prevail at present an excess of 
demand over supply must, in the absence of restrictive 
legislation, lead to the rise of rents up to the level where 
the cultivators ean^ only make a bare living, and where the 
landholders can take all the wealth which the cultivators 
produce, except the amount that is required to keep them 
alive and at work. But at other times, and in other places, 
different conditions may prevail, and we y^ill now examine 
the same question in a very different set of conditions. 
We will take an economic situation of the kind that was 
considered by the English economists who first worked out 
the theory of rent, and we will assume that the land is 
cultivated by intelligent men, who can get the capital and 
the labour they require on ordinary commercial terms, 
and who are ready to move from one part of the country 
to another, or even to give up cultivation and take to some 
other occupation, if it promises to pay them better. To 
simplify the case, we will assume that these cultivators 
do not themselves work with their hands, but devote their 
energies entirely to managing the business of their cultiva- 
tion ; and that they keep detailed accounts of the income 
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and expenditure of each field, so that they know at 
any ^ time how much each field is earning for tliein. 
The land which we are considering - varies greatly in 
fertility, but some of it is so poor that cultivators pajT- 
no rent for it, while for the rest they pay rent that 
varies according to its fertility. We have now to see. 
how rents will be determined in the conditions which we 
have described. 

It is usual to speak of land ..which is cultivated but bears 
no rent as being ‘ on the margin of cultivation ’ ; that is to 
say, its cultivation is only just worth v/hile, and a very small 
change in the conditions will induce the cultivator to give it 
up. A cultivator in the position which we, have assumed 
will continue to cultivate such land so long as its produce 
suffices to (1) replace the capital expended on it; (2) j)ay 
interest on the capital, and wages of the labour emploj^ed 
on it ; and (3) leave for himself a sum which he considers 
reasonable ' remuneration for the work that he has done, 
that is. his earnings of management. If the land does not 
produce enough to cover these items, he will cease to cult!- ■ 
vate it. Thus, if the prices of the produce 'should fall, the 
■land. .on the margin of, cultivation would no longer be 
cultivated. This would mean that .the supply of produce 
in, the market will be decreased, and. if the deinaiid for 
produce is .unchanged the' decrease .'in' the 'supply must 
lead to a rise in price, which will make it worth while to 
bring the marginal land again into cultivation. On 
the other hand, if the prices of produce should rise, the 
margin '..of '.cultivation would extend ;■ .that is to say, culti- 
vators would .fijid.it worth while to take up still worse k'nd, 
because the higher prices would just make its cultivation 
remunerative. In that case the increase in the supply 
of produce would tend to lower prices. Thus, in the con-' 
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ditions which we have assumed to exist, the margin of 
cultivation does not consist pei-manently of land of a par- 
ticular degree of productiveness ; cultivation will extend to 
poorer soils when prices rise, while the poorer soils wiM be 
left uncultivated when prices fah ; and whatever the 
prices may be, at any time there will be some land under 
cultivation which only just pays its expenses, and leaves 
nothing over which can be claimed as rent. 

Of course the market-price for all produce of any par- 
ticular kind is the same, no matter on what quality of 
land it is grown ; purchasers are not interested in the 
quahty of the land, but only in the produce. Consequently 
all the land which is more productive than that on the 
margin of cultivation will yield a surplus after repaying 
the expenses of production, and the amouiit of the surplus 
win vary with its productiveness. This surplus wUl, in 
the conditions which we have assumed, be the rent payable 
to the landholder, because he is in a position to claim it, md 
none of the other people who take part in the production 
can do so. The labourer and the capitalist are already, 
as we have supposed, receiving the current rates of wages 
and interest ; they cannot ask for further remuneration, 
or if they do the cultivator can refuse it, because he can 
get labour and capital at the current rates. The cultivator 
himself is also being remunerated for his work at the 
current rates ; he would, of course, like to keep a part at 
least of the surplus for himself, but there are numerous 
cultivators competing for a limited quality of land, and his 
competitors will offer the whole surplus as rent, so he must 
do the same. If the quantity of productive land were un- 
limited, then the surplus would be divided between the 
landholder and the cultivator by the process of bargaining, 
but since the quantity of land is not sufficient to satisfy the 



demand for it, the landholder is in a position to claim the 
whole of the surplus. 

This, then, is the classical theory of rent, stated in the ■ 
simplest terms. Whatever the prices of produce may be,, 
some of the land under cultivation will only Just remunerate: 
the labour, capital, and business management employed,' 
on it : this ‘ marginal ’ land will pay no rent, while all' 
the more productive land will pay as rent the entire surplus 
of its production that is left after remunerating the labour, 
capital and management employed on it. It is convenient : 
to describe this surplus as the Economic Rent, to dis-' 
tinguish it from the rents actually paid by particular 
cultivators. 

On this theory the Normal Economic Rent will be 
determined by the normal prices of produce. If prices rise, 
it will pay to cultivate land which is less productive than 
that previously' on the margin of cultivation, and this new 
and inferior land wdll then set the standard, and all land 
that 3d0lds more than it will pay rent : in other words, 
a rise of prices will cause cultivation to extend beyond its 
former margin, and rents will rise ail round. If, on the 
other hand, prices fail, the marginal land wdll go out of 
cultivation, because its cultivation wdll no longer pay, the 
margin of culti'V'ation will contract, amd rents will show 
a general fail. Let us see what relation this Economic 
Rent bears to the rents that would- be paid by Indian 
cultivators,' if they were not- restricted by legislation. 

, In the first place,, there is no doubt .that the 'margin 
„ of -.cultivation ■’ can be recognised in. Indian conditions,. 
: since :.in ' village after ■ village we can. find land which it 
just pays to cultivate, and which does 
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Above this marginal land, we find land of all gracles of 
productiveness, and the ■ rent varies generally mtli the 
productiveness of each • field. The Indian cnitivator, 
however, is in a very difierent position from the mcii on 
whom the classical theory is based : he does much of the 
labour and finds most of the' capital besides doing the 
work of management, . and he does not separate in Ms own 
mind th© remuneration due to each of these lactors of 
production. He does not ask, that is, if his land is giving 
tij-ni a fair return for his capital, fair v/ages for his labour, 
and fair earnings of management ; he does not even ask 
if it is giving enough to replace the fixed capital that is 
being gradually used up. He cannot, therefore, calculate 
whether or not each separate field in his cultivation pays 
him, on the lines of, the calculation assumed m the classical 
theory to be possible : he pays cash or grain for certain 
items of the cost of' cultivation (the cost of the labour 
which he hires, the. price of seed wMoh^ he buys, and so 
on), and he calculates— or rather he learns by experience— 
whether the rest of the produce of his holding is sufhcient 
to afiord him a living and to pay the rent. Instead,, there- 
fore, of asking whether the land pays the expenses of 
cultivating it and leaves a surplus for rent, ive must ask : 
Does it support the cultivator and leave a surplus ? 

If now we bear in mind the fact stated in the lasu chapter, 
that in most parts of northern India competition for land 
is keen, that cultivators have great diliiculty in taking to 
some other occupation, and that their whole habit of mind 
jg opposed to a change of this kind, we must conclude that, 

is cultivated by the landholders under the name of hhudhasht 
comes under this head ; they cannot persuade any cultivator to 
pay them rent for it, but they cultivate it themselves because it 
just pays for the work done and the capital expended, though it- 
provides no suiplus.that could be paid as rent. 
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ill the absence of restrictiTe legislation, their rents are not 
likel}?' to be less than the Economic Rent, and may very 
well exceed it by a considerable amount. Competition for 
land is so keen that people will be quick to offer higher 
rent for^, any land from which a cultivator is making an 
exceptional income, and they will offer at least as much 
rent as will bring ‘down the income to what other land is 
jdelding ; that is to say, the landholder will be able to 
take at least the whole surplus as ..calculated in the classical 
theory. But cultivators will pay more than this rather 
than leave their land ; they will . reduce their expenses by 
working harder themselves and employhig less hired 
labour ; they will do wdthout some of the comforts of life 
which they have hitherto enjoyed ;. and they will’ fail to 
provide for the replacement of the capital which is gradu- 
ally being used up. They will offer then a rent which does 
not leave them sufficient . return- for their capital, their 
labour .and their management ; they may, in fact, keep for 
themselves, only the barest necessaries of life, and pay the 
rest' of their produce .to the' landholder as rent.. Of course 
the landholder is, not bound to take the highest rent that 
cultivators would, offer .under'; the pressure of competition : 
and many In,dian landholders do not,' in fact, take 'SO much. 
But landlords could .take.,, this am-ount -if they, wished to. do 
so, and the ordinary man takes- -as much as he can get. 

We see then that the theory of rent, wdiich has been 
worked out by Western economists, applies, broadly speak- 
ing, to India.-. . Where, there '.is.. '.competition, for - a., limited:, 
supply of land, the landholder can in any ease take the whole 
Economic Rent if he chooses to do so, but the ignorance and 
the poverty of the cultivators may enable him to take even 
more than this. In the next chapter we shall explain -why 
it is that government has introduced legislation to prevent 
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the landholder from taking so much, or, in other words, 
has decided that rents shall be determined otherwise than 
by the existing conditions of demand and supply for land. 
Before, however, we leave the theory of rent, a few words 
may be said on the relation that exists between the rent of 
land and the prices of agricultural produce. It is not 
unusual to find people arguing in conversation or in the 
newspapers that an increase in the level of rents leads to 
a rise' in the price of food-grams,, or, in other words, that 
prices depend on rents ; -speaking generally, this is exactly 
the reverse of the truth, and in fact rents depend on prices. 
This conclusion follows clearly from what has been said 
above, regarding the way in which the position of the 
margin of cultivation is determined by the prices obtainable 
for produce. The price just repays the cost of cultivating 
the ‘ marginal ’ land, and thus sets the standard by which 
the Economic Rent is determined; if prices rise, poorer 
land is taken into cultivation, and if they fall, the worst 
land is left uncultivated, so that in either case the standard 
by which rent is determined is changed ; that is to say, rent 
dexaends on prices. This truth is commonly stated in the 
form of a law that ‘ Rent does not enter into the expenses 
of. production.’ The expenses of production, which at 
any time set the standard of price, consist of the cost of 
cultivating the ‘ marginal ’ land, which pays no rent ; 
and their amount cannot depend on the amount of rent 
which is charged on the more productive land. 


CHAPTER XXXVIII. 


LIMITATION OF RENTS BY LEGISLATION. 

We have seen in the last chapter that the economic causes 
at work in northern India, if they were allowed to work 
without interference, would result in a very large share of 
the produce of the soil being paid to landholders as rent, 
while the cultivators w^ould keep , little or nothing beyond 
the barest necessaries of life. We have also indicated that 
the working of these causes is interfered with by legislation, 
which limits the amount of rent that a landholder' can 
claim, and aims at leaving to the cultivator part of the 
produce which would otherwise go to the landholder. 
I This legislation is exceptional: the 'Lidian goverimeiit 
makes no attempt to fix prices, or wages, or the rate of 
interest, but leaves them to be determined by the action' 
of economic causes, and its exceptional interference in 
the case.' of rents requires justification. A Ml discussion 
of, this question would extend far beyond the scope of the 
'present work. The action of government is directed to 
.secure, many objects, the discussion of w^hich.. forms; part 
of the science of Politics ; the' economic prosperity of the 

, ' , Students .' will find later in their, course that the governments 
of some countries' are taking action to regulate the. standard rates, 
,of,. wages in certairi' cases. somewhat, in the same , way as, the .Indian 
government regulates rent ;, hut this 'question^ 'has . not yet arisen 
..in India. . ' 
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country is one of these objects, and a most important one, 
but it is not the only object ; and a government may 
sometimes have . to choose between promoting ecoiioinic 
prosperity and securing some other aim. W© must pass 
over, therefore, many of the arguments wliicii justify 
tenancy-legislation, and confine ourselves to those which 
have a direct economic bearing. From this point of view 
the great argument in favour of such legislation is that the 
unrestricted rise in rents must operate in the long run to 
reduce the income of the whole communit.y. 

In order to understand this argument, we must pay some 
further attention to the idea of the Fertility of the soil, 
which we discussed briefly in Chapter YU. It would be a 
great mistake to regard the soil as a sort of storehouse from 
which food and other agricultural produce can be ex- 
tracted ; it is much nearer the truth to regard it in the same 
light as we regard a horse or a bullock. We loiow that in 
order to get from a horse or a bullock the best work of 
which it is capable we must feed and tend it carefully ; 
we can get an extra amount of work from it for a short time 
by over-w^orking it, but when it is treated in this way it 
very soon deteriorates, and can do less work than before. 
These statements are, broadly sioeaking, true of the soil. 
The fertility — ^that is the productiveness — of any ordinary 
field can be seriously injured in a very short time by 
improper methods of cultivation, which may secure a small 
gain in the present, hut at the cost of a much greater 
loss in future income. On the other hand, careful and 
skilful cultivation may gradually produce a permanent 
improvement in the fertility of land. Thus the amount 
of produce obtained from the land, which forms much the 
greatest proportion of the income of the country, depends 
on the w^ay in which the land is oulti%’ated by the persons 


LIMITATIOH OF RENTS BY LEGISLATION 283 


who occupy it. If those persons are trying merely to get 
the largest possible immediate income, the production will 
tend in time to dimmish ; while in order to secure that the 
production shall increase, it is necessary that each culti- 
vator shall have a personal interest in maintaining and 
improving the productiveness of the land in his possession. 

Now if there were no tenancy-legislation, a cultivator . 
would have no such personal interest. . Vfhatever happened 
he could only hope Just to make a living : if he effected an 
improvement in the productiveness of his land, he would 
have to give up the whole of the extra produce as rent, 
while if the productiveness declined he would be able to 
get his rent reduced. And he could not be expected to 
work for an improvement in the future, because he would 
have,, no certainty that the land would remain in his pjosses- 
sion ; it might at any time be given to someone else who 
offered a Mgher rent than he was ready to pay. In ‘these 
conditions then the wisest course for the cultivator would 
be to think only of the present, and get the largest crop 
he could without regard to the future productiveness of 
the soil. In order to mduce him to regard the future, he 
must be given a reasonable prospect of keepmg possession 
of the land , long enough to secure the increased produce, 
and he must ■ have the hope of ■ keepmg a share at least of 
the increased produce for himself. 

This conclusion has been drawn, not merely from the 
theory of rent, but from the study of actual facts in 
countries where the economic’ position ■resembles that' of 
India ; and in all such countries it - is recognised that in '- 
order to maintain and inorease the income which the 
country, as a whole, obtains^ from land.' the cultivators must 
be .given' a' certain- degree of Fixity of Tenure. Fixity of 
Tenure' is the name given to the condition which has just 
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been indicated, when the cultivator has a reasonable 
prospect of retaming his land for a sufficient period to 
make it worth Ms while to manage it so as to improve its 
productiveness. And in the same way it has been recog- 
nised that the cultivator must not be made to pay more 
than a Fair Rent This last expression is, of course, vague ; 
the most definite meaning that can. be given to it is to 
regard a Fair Rent as a rent which leaves to the cultivator 
a sufficient share of any increase in produce he may secure 
to furnish Mm with an adequate motive for improving 
the condition of Ms land. Thus the object of Government 
-is to secure for .the cultivator, firstly, Fixity of Tenure, 
-and, secondty, Fair Rents. 

An examination of the various Rent Laws or Tenancy 
Lavf s in force in the different provinces of northern India 
will show that, while the particular provisions vary from 
province to province, these two elements, Fixity of Tenure 
and Fair Rent, are to be found in all of tiiem : the protec- 
tion given varies in completeness, and does not always 
extend to all cultivators, but in each case the object of the 
law is to give the bulk of the cultivators more or less 
fixity of tenure, and to limit the amount of rent which 
the landholder can claim from them. Thus in different 
provinces we find ‘hereditary,’ or ‘occupancy,’ or ‘settled,’ 
or ‘ statutory ’ cultivators ; some of these are entitled to 
hold their land for ever, provided they pay the rent and do 
not injure the land, while others are entitled to hold it 
for a minimum number of .years. And we find different 
methods of limiting the amount of rent ; in Oudh, for in- 
stance, the enhancement is limited to a fixed proportion 
(one anna in the rupee), wMle in Agra the occupancy 
cultivator can have his rent settled by a court of law. 
But the general principle is the same ; landholders are 
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prevented from,,.,ejei3ting cultivators except on good grounds, 
and tliG' ainoLint of rent wMcK they can olaim is iiniited. 

The study of Indian .land-tennres is too large to be dealt 
with fo-Ily at this early stage of a student’s course ; but wha ' 
lias been said above is sufficient to indicate that landholders 
are not permitted to claim as rent, the full share of the 
produce which they could claim in. the absence of restrictive 
legislation. It is thus not easy to state in a few words the 
way in which the amount of rent is determined in India 
at the present day. Now that markets for agricultural 
land have come into existence, the conditions of sujjply 
and dem.and are such as to enable rents to be raised not 
merely to wffiat we have spoken of as the Economic Rent, 
but to the point where the cultivator is left only the bare 
necessaries of life. But government interferes to prevent 
this condition, and so far as its interference is effective, 
the result is to leave the cultivators something more than 
bar© necessaries in the present, and (what is more im- 
portant) the hope that they can improve their income by 
improving' the productiveness of their land. The cultiva- 
tors then have an incentive to make the best use of their 
land in the interest of the country as a whole ; and the 
discussions that arise from time to time as to the sufficiency 
of the ' tenancy law' of a province are concerned funda- 
'mentaiiy wdth the question whether or not this incentiV'C 
is., adequate. , 



CHAPTER XXXIX. 


GENERAL WAGES. 


Ik the foregoing chapters we have indicated the extent to 
which markets for Capital and for Land have come into 
existence in India, and the nature of the processes by which 
rates of interest and of rent are determined in them. 
We have now to consider Labour from the same point 
of view. We shall begin with the case of general labour, 
and refer later to the special conditions which affect 
the remuneration of those occupations which require 
specialised skill. ^ 

If we ask a cultivator living in ^n ordinary village 
remote from a town how the wages he pays to labourers 
are settled, there is very little doubt that he would reply 
that it is entirely a matter of custom ; that the field- 
labourers have always received two sers of grain (or what- 
ever the local rate may be) for each day on which they 
worked, and that the carpenter and other aitisans and 
servants also get the remuneration that is customary. 
His answer would have been perfectly true not very long 
ago, and is nearly true even now, because away from towms 
the rates of wages are in fact largely customar}^ and the 
customs regarding their amount do not change rapidly. 
But as students of the subject we must go rather further, 
because we know that customs are not everlasting, and that 
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they do, in fact, change ; ■■ we want to look hack to the 
time before the custom was established, and so to find out 
what were the causes of the rates which have become 
customary. / Looking back ’ means studying the economic 
history of the past. This stage in the economic history of 
India is stiil very imperfectly known, but there is good 
reason to think that the system of paying wages to labourers 
must have arisen from a condition of slavery. It is probable 
that the ancestors of the men of low castes, who now form 
the bulk of the village labourers, were at one time in the 
position of slaves of the cultivators ; that is to say, they 
were not free to leave the village or to offer their work 
to the employer who would pay the highest wages, but 
they were bound to do their master's work, and the share 
of the produce which they received was, determined by 
their master’s will. In these conditions there would 
obviously be no ‘ market ’ for labour.^ The chief economic 
consideration that would affect the cultivator would be ' 
the need of keeping his slaves alive and at work ; it would 
upset his business, and possibly ruin him, if the slaves 
either died or got desperate and ran away into ,the jungles 
at a time when his land was urgently in need of their wnrk. 
To avoid such risks, he would have to give them enough 
grain and other produce to keep them at work ; the least 
he must give would be what.' we ha.ve described as the 
necessaries for existence, since if he gave less than this 
they would starve ; and he w^onld probably, m practice, 
give a little more than this so as to keep them contented. 
At tliis period the slaves wmuld have very few wants 

A market for labom* may exist where slavery prevails if the 
slaves are bought and sold like cattle ; but there is no reason to 
suppose that, iii India the village-iafoourers were • bought and sold,., 
.'.and transferred from place to. place, -as a regular practice. , 
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beyond a sufficiency of food, and wMle eacb village bad 
little cpinmunication with its neighbours, there would b© 
little chance of many new wants arising. When, therefore, 
the cultivators had once learned by experience how much 
produce must be given to keep their slaves alive and 
content, things might continue without change for very 
many years ; on the one hand, the same payments would 
be mad© year after year, and they would become a matter 
of custom ; on the other hand, the slaves would go on 
satisfjdng the same wants in the same way, and their lives 
would also be regulated almost entirely by custom. The 
customs would continue in force until changes from out- 
side began to affect the life of the village ; their origin would 
be forgotten, and the people — whether cultivators or 
labourers — would simply say that things had always 
been so. 

As we have said above, the economic history of India is 
not sufficiently known to justify a definite general statement 
that the labourers were really slaves, and that w^ages began 
in this way. This is, however, the most probable con- 
clusion from what is known ; and perhaps the strongest 
evidence of it is to be found in the fact that even now the 
condition of the labourers in the more backward tracts 
of the country is very like that of slaves. They cannot, 
of course, now be forced by law to work for their masters, 
but as a matter of fact many of them do not think of doing 
amijliing else, but take the customary wages, and live in 
the customary way ; they are only gradually coming to 
realise that they; are free to go and work for: whoever : will'' 
pay them best. 

It is probable then .that' in most villages the' customary, 
rates of general wages were based originaEy on' the, am ount 
of commodities required to keep slaves alive and reasonably 
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content in tlie way of life to which they were accustomed. 
There was then no labour-market in the villages, and even 
now there are many villages where the influence of the 
market is very little felt ; in the case of labour, as in that 
of capital, we have to look to the cities and towns for the 
development of the market. A town is essentially a collec- 
tion of a large number of people engaged mainly in produc- 
ing wealth, and labourers^ are needed to take part in the 
production. If now we consider the case of a town coming 
into existence in what was previously an ordinary, village, 
we see that, as production develops, the producers wil] 
want more labourers, and they must at first look to the 
neighbouring villages for their supply. But the labourers 
in the villages are accustomed to their old life, and some 
inducement must be offered to them to change it ; the 
obvious inducement is to offer somewhat higher wages than 
those that are customary in the villages. Thus the growth 
of a town implies the beginnings of a market for Labour. 
There are now different employers, some in the town and 
some in the villages, anxious to induce men to work for 
them, and offering wages as an inducement ; the amount 
of wages is no longer fixed entirely by custom, but it is 
beginning to depend on the conditions of supply and 
demand. The demand consists of the employers, who want 
men to work ; and the supply consists of the labourers 
m the neighbourhood. 

At first such markets would be very small and local, 
but tbe gradual development on the one hand of means of 
communication, and on the other hand of knowledge and 
intelligence among the labouring classes, w’-oukl in time 
produce the larger though still imperfect market for labour 
which exists to-day, and the , mam, -features -of which have 
been outlined in Chapter IX. This market is, as we have 
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seen still very imperfect. In a thoroughly-organised 
marlmt, we should find the labourers all overfcdia con- 
stantly informed of the demand for work and of the wages 
offered in all parts of the country, and ready to start off 
for any distant place where there might be a prospect of 
earning higher wages ; as a matter of fact, only a small 
proportion of the labourers think of moving at aU, and most 
of that small proportion think of going only to some 
particular place where they happen to know the condi- 
tions. We must not, therefore, expect to find that the 
rate of wages is determined so closely by the general 
conditions of supply and demand as it would be in a 
thoroughly organised market : we find rather that the 
markets for labour resemble the markets for agricultural 
land. In both cases there are large numbers of local 
markets, within which the conditions of supply and demand 
have a large influence m determining the rate, and these 
markets are more or less connected with each other, so that 
each of them is influenced to some extent by the ^con- 
ditions prevailing in its neighbourhood ; but the connection 
between the markets is by no means so close as that which 
we found to exist in the markets for a commodity such as 
wheat. The essential difference between Labour and a 
commodity such as wheat will be apparent when we say 
that Labour may be regarded as a commodity with a will 
of its own. A sack of wheat has no choice in its disposal, 
but ^ sent for consumption wherever its owner decides ; 
but a unit of Labour is embodied in a living man, who 
cannot be sent about the country in the same way, but 
who decides for himself where he will go and what work 
he will do. The market for Labour is thus affected very 
largely by the tastes and views of the labourer, and in 
5^ discussing the question of wages it is always necessary to 
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remember that we are no longer dealing with inanimate 
t'hings, but with human beings whose nature is like our 
own. We shall return to this essential difference in the 
following chapters. 


CHAPTER XL. 


GENERAL WAGES (Continued), 

We have now to consider the working of the markets for 
labour, which, as we have seen in the last chapter, have 
gradually come into existence in India ; we have to 
examine the nature of the demand for labour, and also of 
the supply, and to see in w’hat Vv^ay equilibrium is secured. 
In the first place, however, it is necessary to settle the 
meaning w^hich we attach to the phrase Rate of Wages. 

We know that in an ordinary Indian town there is at 
any time a prevailing rate of wages for general labour ; 
that is to say, if we engage an ordinary coolie for ordinary 
work, we exjject to pay him the prevailing rate of two 
annas, or three annas, or w^hatever it may be at the time. 
In the same way there are prevailing rates in villages, 
which may differ considerably from village to village : 
an ordinary labourer expects to receive for his day’s work 
a fixed amount of money, or of grain, according to the rate 
that is established in that particular village in which he 
works. The existence of a prevailing rate does not mean 
that ever^f labourer is paid precisely at that rate. We 
expect to pay a man more than the prevailing rate if he 
does an exceptional amount of w^ork, or does it excep- 
tionally v/ell, or works for longer hours than usual ; and, 
on the other hand, a man who is too weak to do a full day’s. 
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work, or wiio works badly ^ and carelessly, finds tbat he 
cannot get employed at the usual rate, and has to work 
for lower wages. But these cases are exceptional : in any 
town or village there is a standard of work and efficiency' 
recognised by the people, and the prevailing rate of wag*es 
is paid to those labourers (the great majority) who work 
in accordance with that standard.- 

At an earlier period in the history of India, it is prob- 
able that the remuneration of labourers was given in 
the form of commodities ■which would satisfy their wants 
directly, and would not need to be exchanged for other 
commodities ; the labourers received the food and cloth- 
ing and fuel which they required, and were sheltered 
at their employer’s expense. Tliis system has ' changed 
.gradually:' first, labourers were paid mainly in grain, 
and though they consumed most of this as food, they had 
to exchange part of it for clothing or other commodities ; 
and then they v/ere paid mainly in money, with which 
they could buy the food and other commodities that they 
need. But traces of the old system survive, and make it 
necessary that, when we are considering the remuneration 
of a particular class of labourers, we should be careful to 
count -up all that they really receive, and not limit our 
attention to the moimy that is paid. Thus, field -labourers 
in some parts of the country commonly receive some dried 
pulse {cliabena) or some tobacco eveiy day in addition to 
the ordinary rate of grain or cash -wages, and these items 
must not be overlooked in calculating the remuneration 
'.. .which: they receive'. , .Again, as we saw in 'Chapter XXXII., 
the money ..paid to a groom in ■some parts of India -is o..nly 
a.' '.part' of the .remuneration' -w^hieh he. receives ; .he still 
receives a quantity of commodities for consumption in 
addition to his pay. Buch customs make it in some oases 
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difficult to state the total remuneration received by 
labourers of particular classes. 

, As soon as rrages begin to be paid in money, a distinction 
arises between money wages and real wages, which must 
be carefuUy borne in mind. The espression money wages 
means simply the remuneration of the labourer stated m 
terms of money ; by real wages we mean the quantity of 
commodities for consumption that the remuneration 
provides. The labourer works in order to obtain com- 
modities for consumption, and the important question for 
him is the quantity of these commodities which he can pt, 
and not the number of coins which come into his possession. 
If we find that the rate of wages in a particular^ town has 
risen from two annas to three annas a day, it is obvious 
that the rise in money wages has been at the rate of fifty 
per cent. ; but if we want to find out what the rise m 
real wages has been, we must consider the prices of the 
various commodities which the labourers consume, and see 
what quantities of these they can purchase. If prices have 
not changed materiaUy during the period which we are 
considering, then the rise in real wages -wiU be about the 
same as that of money wages ; the labourer can buy ha 
as much again when he has three annas to spend as when 
he had only two. If, on the other hand, prices of the 
commodities which he consumes have risen by fifty per 
cent., he is no better off than before ; he has more money 
to spend, but it will purchase only the same quantity' of 
commodities, and thus the amount of his real wages has 
not changed. Again, if we find that the rate of wages m 
a viUage has remained for a long time at two annas a day, 
we must not conclude that the rate of real w'ages has not 
altered in that time ; we may find that the labourer has 
' to pay more than before for grain and salt and clothes 
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and other commodities, so that Ms real wages have fallen 
wMle Ms money wages are unchanged. 

It is by no "iri.eans easy to find out accurately the changes 
that have taken place in real wages.' A detailed study of 
the labourer’s consumption has to be made so tha-t we may 
know what .commodities to take into account, and in what 
quantities ; and though tMs is not difficult in the case of 
a remote village where the labourer has few -wants and 
his habits change slowly, the difficulty becomes serious as 
the number, of wants increase, and as the means of satisfy- 
ing them multiply. The difficulty has to he faced when we 
wish to study the economic progress of the people, because 
'Their condition depends on the amount of real wages, and , 
not on money w?-ages ; but ' for the present we will put it 
aside by assuming that the prices of commodities do not: 
alter ’ materially, and that a rise or fall in money wages 
means a corresponding increase or decrease in the quantity 
of commodities that a labourer can obtain. We can then 
speak of a rise or' fall in the rate of wages, and for con- 
venience we can speak of. the change in terms of money ; 
but 'we must remember throughout that the important 
tMiig to the labourer is not the amount of money he receives, 
but the /quantity .of commodities which he can obtain. 

We will now look at the working of a market for Labour, 
such' as exists in an ordinary towm in northern India, 
and see, how., the, prevailing rate of. wages -is determined. 
The Demand for labour comes from all the employers in 
the , town who want coolies to work'for them ; .there are 
probably .several classes of emplo^/ers— one.or two factories, 
the. goods -station of the raiiw'ay, merchants w'ho have goods' 
to transport, contractors ; who . are. erecting biiildings or 
repairing roads, residents who want coolies .'to pull punkahs., 
or cut grass, or wwk in. their gardens,. -and the 'like'; and 
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the demands of all these classes taken together' make up 
the total demand in the market. This demand is not 
a fixed quantity j but varies with the rate of wages very 
much in the samo way as the demand for a commodity 
varies with the price, that is, the general La,w of Demand 
applies, to labour as well as to commodities. This idea 
will probably be unfamiliar to , students who have no 
practical experience of employing labourers, and we must 
examine it in a little detail. 

When we considered the demand for a commodity, we 
found that for each consumer there is an upper limit of 
price, and that' when the price reaches this limit he ceases 
to consume that commodity. In the case of labour, this 
upper limit is determined by the amount of wealth which 
the labour produces. This is easy to see in simple cases : 
a man will not pay a coolie two amias to cut grass if the 
grass is not worth two annas to him : he will pay less than 
the grass is wmrth to him if he can get the coolie to work 
for less, but he will not pay more. The same fact is true, 
though it is not so easily seen, in cases of organised pro- 
duction : where coolies are working v/ith capital provided 
by the producer, it is not easy at first sight to say how 
much of the wealth produced is due to the coolies’ work, 
and how much to the capital ; but it is a most important 
part of the producer’s business to ascertain this, and to 
make sure that every coolie w^hom he employs is at least 
worth his wages. No employer then will pay more for a 
coolie than he thinks the coolie is worth. Thus there is 
an upper limit to the Demand Schedule for labour. 

There is also a lower limit, because the demand of each 
employer can be completely satisfied. Even if coolies were 
willing to work for as little as one pice daily, the number 
that could find employment in the town w^ould not 'be 
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unlimited, though it would be largely increased, and there 
is thus a lower Mmit to the Demand Schedule, correspond- 
ing to the point in the case of a commodity where every- 
one can satisfy his want completely. Between these twO' 
limits the number of coolies demanded varies with the 
prevailing rate of wages, increasing when the rate fails 
and decreasing when it rises, precisely in the same way as 
the demand for a commodity varies with the price. Even 
ill ordinary household affairs, a man has to consider the 
rate of wages when deciding how many coolies he can 
employ to cut grass or work in his garden, and if he 'Buds 
that the rate has risen he has sometimes to reduce the 
number employed, and leave undone work that would 
have been done if wages were lower. In the same way 
cultivators have constantly to consider whether or not to 
hire a fev/ labourers for a day or two, and a difference of 
even a couple of pice in the rate of wages may deckle 
whether the labourers shaU be employed or not. Con- 
tractors, again, who employ large numbers of coones, 
have to pay the closest attention to the rate of wages : 
if the rate falls they employ more coolies, and get their 
work done quickly, while if - it rises they -reduce the number 
of coolies, and spread the work over a longer period. 
•Where production is organised on a large scale, and much 
capital is employed, the rate of w^agesis not less important. 
Some of -the most^ dfficult- problems that a producer has to - 
■decide arise from' the possibility .of substituting machinery 
for m.anuar labour ; - he has- to compare the- interest and 
depreciation that' must 'be charged -on the inachines'^with 
-the-.': wages 'that would , have to be paid if the -work' were 
done by hand. 'Where wages are low, he will employ large 
numbers of coolies in such work as moving materials and 
finished goods from, place to place by hand ; when w^ages 


298 , AN INTRODUCTION TO ECONOMICS 


rise, lie find it advisable to set up new macliinery, 
and tlaereb}^ reduce tbe nnniber of coolies. 

All classes of employers then are inclined to reduce tlie 
number of coolies wlien tbe rate of wages rises ; and in a 
town of any size it is reasonably certain that, whatever tbe 
rate of wages may be, there are some employers who are 
in doubt as to the exact number of coolies they' can profit- 
ably employ. Even a very small change in the rate -will 
cause these hesitating employers to decide in one way or 
the other ; a slight rise will reduce the demand, and a 
slight fall , will increase it. The demand for labour m the 
market of an ordinary town can thus be represented by 
a schedule similar to the Demand Schedule for a commodity, 
and following the general Law of Demand, that a rise 
ill wages will -reduce the demand and a fall in wages will 
increase it. 

Before leaving the consideration of the Demand for 
labour, attention should be directed to the fact, which is 
of very great practical importance, that the tipper , limit 
of the Demand Schedule depends on the Efficiency , of the 
labourers in the market. The nature of efficiency has been 

■ discussed in Chapter X., where we have seen that the amount 
of wealth produced by labour va^ries greatly in accordance 
with the quality of the labour employed ; the upper limit 
of wages depends on the value of the work done, and, 
consequently, on the efficiency of the labourers employed. 
This fact is wel known to einjiloyers : contractors, for 
iostance, know that they can pay higher wages for earth- 
w^ork to labourers from Oudh than to labourers from 
Central India, because the former ■ do more, and better, 

■ work than the, latter p-aiid where, large buildings, are,. under 
" oonstruction it is sometimes worth .while to ,, bring Sikh 

carpenters from the Punjab, or Chinese carpenters from 
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Calcutta ; the Sikhs and Chinese get much higher wages 
than ordinary Indian carpenters, but they are w’-orth their 
w'ages, because they are more efficient and do better work. 
Labourers can never go on earning more than their work 
is worth to employers, but an increase of efficiency, which 
' increases the worth of their work, can also lead to a rise 
in the rate of wages. 


CHAPTSB XLI. 


GENEBAL WAGES {Continued), 

Whek we turn to consider the Supply of labour in the 
market, we have a more complex probieni before ns 
than that of the supply of a commodity. The supphr of- 
labour on a particular day consists of the labourers who 
are present, and able and willing to v/ork. Their object 
in working is, as we have seen, to obtain commodities for 
consumption ; an increase In wages means (on the assump- 
tion which v/e have made that prices do not change materi- 
ally) an offer of a larger quantity of commodities, and this 
tends to increase the supply of labour by inducing people 
to w'ork w^ho are hesitating whether the remuneration 
offered is sufficient. So far then the position is similar 
to that of a commodity, where a rise in price results in an 
increase of the suppty offered for sale ; but the working 
of this tendency is complicated in various ways owing to 
the facts, on which we have already laid stress, that the 
labourer has a wiR of his own, and that his life is largety 
a matter of custom and habit. 

In the first place, we must remember that the labourer 
cannot be .. separated . from his, ' work . ' The destination' of ■ a 
commodity such as a sack of wheat malms no difference 
to the seller, who is satisfied when he has parted with it 
and received its price ; it makes a very great difference to 
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the labourer where he has to go, and nnder what coridi” 
tioiis he has to .do Ms work, and the offer of higher wages 
may be insnflioient inducement for men whose habits of 
life are not easily changed. Thus it is a matter of common 
knowledge that wages may be considerably higher in an 
Indian town than in villages a few miles distant ; this 
difference could not continue to exist if labour were just like 
a commodity, because the labourers would leave the villages, 
reducing the supply there, and go to increase the supply 
in the town. Some labourers do, in fact, go to the towns, 
but by no moans so many as the employers in the 
towns would like ; the reason is that the Gonditio.ns under 
which they have to Mve and work in a tovra are less attrac- 
tive to them than those • which prevail in the villages. A 
village-labourer usually has a house of Ms own vdth. some 
open ground near it, w^here he and his family can live in 
the way to wliich they are accustomed ; if he goes to a 
town, he has to rent a house or a room in a crov/ded lane, 
with probably no place where he can sleep in comfort on 
hotmights, and with many other discomforts, and Ms whole 
wa3r of life has to be changed. Then the conditions of his 
work in- a factory are unpleasant ; he cannot a-lv/ays rest 
when he is, tired, or stop work to sm.oke or diink water, 
as he usually could in his -village : .and he may have to 
work under harsh overseers, and alongside of stra,ngers of 
other castes, instead of passing Ms time in the society of Ms 
friends and ' relatives. Considerations, of this sort affect 
■- very- strongty the view of the village-labourers in northern 
India,', and a, large proportion- of them -prefer- two- annas a 
day: in their .village to three, or even four, armas m the city. 

This point — the effect on the supply of labour of the 
attractions and drawbacks of particular forms of employ- 
ment — is by no means peculiar to India, but has been 
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noticed by„writers on Economics in most countries. Tlie 
views of different races may differ considerp^bly as to wbat 
constitutes an attraction, and as to tlie seriousness of 
particular drawbacks : thus, while Indian employers com- 
plain that even ■ higher wages wili not draw labourers to 
the cities, in some countries the complaint is that all the 
best men go to the towns, and that the towns are over- 
crowded, while there are' not enough labourers to do the 
work of the country : but the fact remains that to the 
men of any particular race some forms of emplo3nneiit are 
more attractive than others, and they mil work for lower 
wages at those which they prefer in other ways. The 
supply of labour in a particular market, or for work of a 
■particular kind, is thus not, merely a question of the wages 
, that can be earned : the labourer thinks of the amount 
of wages, but he also thinks of all the other advantages 
and drawbacks incidental to the emplo3unent, and he 
chooses that which, taking everything into consideration, 
he considers the best. Economists speak of Net Advantages 
when they are comparing one ,fon]a ,of employment with 
another : the idea underlying tMs, expression , is that a 
iabourer man reckon up on ' one side, al the advantages 
(including the wages), of a, ,particular, 'kind of work, and, on^^ 
the,'' .other,, side '^all , its ', drawbacks, , and, ,,then deduct ,. the 
drawbacks from the advantages ; when he has done this, 
he can compare the net advantages of onelorm of employ- 
ment with another, and he wiU choose that form of which 
the net advantages are the greatest. , Such ■ a' calculation 
cannot be made exactly, because , it As ,' not, 
compare directly with each other such , things , as : d^ 
in climate, the conditions of work, the, social life, 'and so ,' 
on ; but the , idea .,makes ,. it ,easy ", for ', us ' to see,, ■ what . the' ,' 
labourer more or less unconsciously tries to do. He wants 
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to cboose the pleasantest life for Mmself and Ms family, 
and lie compares the conditions of diferent ways of living 
as well as he can. A difference in the amouiit of wages will 
influence Ms decision, and he may choose a form of employ" 
meiit with many drawbacks because he tMnks the extra 
wages obtainable in it will more than counterbalance these ; 
but what he looks at is the conditions of the employment 
as a v/hole, and not m,erely the wages obtainable. 

A second cause that may aflect the Supply is the impos- 
sibility of storing labour. A merchant can in nearly all 
cases store Ms stock of commodities if he thinks the prices 
are too low ; they will be as fit for consumption some months 
hence as they are to-day. But if a labourer does no work on 
day, that day is lost ; he cannot offer two daj^'s^ work 
on the next day. In selling his labour he is thus in the 
position of a merchant wiiose stock of goods must be sold on 
the day that it is offered, or it becomes worthless — as worth- 
less as a stock of fish that has lain on a market-stall during 
a night in May. It may be worth the while of a body of 
labourers to refuse to work for wages ’wMch they think are 
too low, ill the hope that employers will offer more ; action 
of this kind, wMeh is called ' string,’ is very common in 
many countries,, and is by no means unknown in some 
.industries in India ; but in order to strike effectively, 
labourers must have the .means- to feed themselves and their 
families cliiring the period- of idleness, and 'where iaboiirers 
..have.no re.sources, but spend their wages as they earn them 
day by day, refusal to ^ work' .means - starvation. The: 
/ordinary labourer then is„rarely' in. a position to withhold 
the offer of Ms labour for more than a day or two, viille 
many employers can, as, a rule, w’-ait. longer than, that, and 
consequent^ the .labouier's ' position,'. -in , bargaining for 
■wages i>s weaker than that of the emplo5rer., and labourers 
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liaYe often to work for less wages than they could get if 
the^;' were in a position to withdraw their Ia.boiir from the 
market, that is, to reduce the Supply, for a period long 
enough to induce employers to offer higher wages. Students 
will find later on that in western comitries thiKS question 
has become of great practical importance, and they will 
have to devote much attention to the way in which workmen 
combine to form what are called Trade Unions, one of the 
maul' objects of wMch is to enable woiionen to bargain 
with employers on more nearly ecjual terms, by providing 
them with the means of living during a strike ; and there 
is little doubt that the question will ^ become important 
throughout India also if the system of factory-production 
extends as it appears likely to do. But for the present 
the ordinary labourer ha.s neither the mteLligence to know 
when it would be wise to withhold his labour, nor the 
resources required to enable him to do so ; and, con- 
sequently, he has often to work for less than the wages 
which the state of the market would othervdse enable him 
to claim. 

Next, must consider the effect on the supply of labour 
of what we have called efficiency. One maund of wheat is 
just as useful a comm.odity as any other maund of the same 
kind ; it will give the same number of satisf;^diig meals. 
But one labourer is not just as useful as any other labourer ; 
his usefulness to his employer depends on the amount and 
quality of the work which he performs. An increase in 
efficiency, such that three men can do the work that 
previously requked four men, would produce the same 
effect on the supply of labour as an increase of one-third 
in the number of labourers. This consideration is im- 
portant when we are considering changes in the supply of 
labour during a long period of time, but it does not affect 
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the equilihriiim in. the market in a short period, because 
sudden changes in efficiency do not occur ; a large change 
can result only from careful training and 'the development 
of the moral qualities, and these processes come about 
slowly and not suddenly. 

Another important consideration is the length of time 
required to increase the supply of labour through ^ the 
gro-wth of population. When the market-price of a com- 
modity rises, producers set to work to increase the supply ; 
the time required for this process varies greatly, from the 
few days or weeks that a factoiy requires to produce 
increased supplies of commodities like 3mm, to the period 
of some months required to sow and reap a larger area 
of wheat ; but in any case it is much shorter than the 
period required for children to be born and grow to the age 
at which they can work as labourers. Thus the supply of 
labour camiot be affected rapidly by the growdh of popula- 
tion. On the other hand, it may be affected in a very 
short period by the decrease- of population resulting from 
plague or some other epidemic. As a rule, however, rapid 
changes in the number of labourers in a market result 
from migration • rather than from changes m the birth- 
rate or death-rate. The subject of migration has been 
discussed ' in Chapter IX., and we have seen that the 
process is becoming more and more important in India, 
though the obstacles are still very great ; there are, how- 
ever, grounds for concluding that as time goes on the 
adjustment of the suppty of labour wili be affectecl more 
and more rapidly by means of migration, though ; the 
adjustment is never likely to^ be ' so rapid as is seen in the 
case of a commodity. 

We have, not yet given, a complete account of , the. special 
features that exist in regard to the supply of labour, and 
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the subject require the attention of students at a 
later stage; but enough has perhaps been .said to make 
it plain that the working of the labour-markets is by no 
means so rapid as that of the markets for commodities. 
The demand for labour decreases as the rate of wages 
rises, and there is a tendency for the supply to increase 
in the same circumstances, so that the tendency to produce 
equilibrium exists— that " is to say, the market-rate of 
wages tends to settle at the rate where the supply is equal 
to the demand ; but the supply is, as we have seen, affected 
by various other causes, and so does not vary directly with 
the wages offered, and, consequently, the adjustment is 
: imperfect. The result is that in an ordinary Indian market 
the rate, when once settled, is slow to change : employers 
get accustomed to paying a. certain sum, and labourers 
get accustomed to work for that sum, and the rate is not, 

. affected at once by small changes in the demand or in the 
supply, so much so that a slight knowledge of the market 
in times when such changes are not large may lead to the 
hasty conclusion that demand and supply do not affect the 
rates at all. 

This conclusion would, however, be wrong, as is seen 
when the changes are large. We know, as a matter of fact, 
that a widespread epidemic of fever will raise wages for 
the time being, because the supply of labourers able to 
w'ork is largely reduced ; the men are still present: within 
the limits of the market, but they are not able to work, 
so their work is not on offer in the market. A severe 
outbreak of cholera or plague may equally reduce the 
supi-)ly of labour, because many labourers rim away ; but 
the demand usually falls at the same time because many 
employers run away too, and, consequently, the effect on 
the'rate of wages cannot , be foretold ...wth :, the, same 
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of certainty. The effect of a very bad harvest is 
to lower wages in towns, because employers who depend 
largely on the harvests for their incomes have little money 
to spend, and the high prices of food leave them less than 
usual to spend In other ways ; and while the demand for 
labour falls, the supply rises because labourers who cannot 
find work in the villages come to look for work in the tow. 
A large public work again, such as the making pf a railway 
or canal, always tends to raise wages in the neighbourhood,, 
because it requires a very large number of coolies, or, in 
other words, increases the *demand for labour. These 
examples are sufficient to show that, as a matter of fact, 
the market rate of wages is affected in the same way as 
the market price of commodities by changes in supply and 
demand, provided that these changes are of considerable 
amount relatively to the size of the market. 

We find too that when temporary fluctuations occur, causes 
come into operation to bring wages back to the standard 
of the place and time, just as market-prices of commodities 
tend to return to the normal level. When “wages rise, the: 
demand for labour faffs off and the supply tends to in- 
crease, while when wages faff the. demand rises, and the 
supply is reduced, so that in either case the rate tends to 
return to the normal after each fluctuation. In the case"' 
of commodities, we found that the normal price at any- 
.time depends on what, we caff the Expenses' of Production,' 
because producers will not go on producing for less than 
this amount, while if' they receive more the .amount produced 
will be increased until the price falls. Sim.ilarly, in the ,, 
case of .. labour, the normal rate - of wages at . any time is 
the amount "that will m..fmtain the labourer and .his famfly 
in the way of life to which he .is, accustomed. If wages fall 
largely below this point for any length of time, then the 
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supply of labour may be reduced by labourers deciding 
not to work, and perhaps leaving the mar ice fc and going 
to work elsewhere ; while if wages remain mucli above this 
point, labourers who were hesitating will decide to work, 
and. perhaps men wdll come to the market from elsewhere, 
and so the supply will be increased. Changes such as these 
will not, however, take place rapidly in the conditions 
which exist in India ; and it is always possible that, in- 
stead of such an adjustment, the labourers may change 
their customary way of life, that is that the noimal rate of 
wages may change. 

The way of He to which labourers of any grade are 
accustomed is usually spoken of as their Standard of 
Comfort. It is easy to recognise the Standard of Comfort 
prevaihng at any time and place, and also to see that it 
varies from time to time and from place to place. We 
know by experience that most of the labourers in a par- 
ticular town, pr in the villages of a district, live in houses 
of the same kind ; that they wear the same sort of clothes ; 
and that they eat about the same amount of food of the 
same kind. But if we compare the labourers of Benares 
with those of Delhi, or the labourers in a Bihar district 
with those of a district in the Panjab, we see at once that 
the latter have a distinctly higher standard of comfort ; 
they eat a larger quantity of more nourishing food, they 
wear better clothes, and they have usually more money 
to spend on small luxuries or amusements. This Standard 
of Comfort, then, is a thing that really exists, and that w^e 
can recognise. If bad times come, v/hen there is little 
work to be had and labourers are not able to earn as much 
as usual, they cannot, of course, maintain their standard 
of comfort ; they must eat less, and have to put up with 
inferior food, and they must wear less clothing, and make 
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their old clothes last longer ; but, when the conditions of 
empioyineiit improve, they return as soon as possible to 
tlieir former way of living. 

But, as wn have indicated above, the Standard of Com- 
fort may change, just as changes must be expected in the 
expenses of production of a commodity. The habits and 
customs of the people change slowly, but they do change, 
and the rate at which they change in India is increasing. 
A rise in wages may last long enough for the labourers:, 
to get accustomed to a, better way of living, for instance, 
to consuming wheat instead of the coarser grams ; and 
when their Standard of Comfort has thus been .altered 
they are not likely to give up wheat as long as they can 
get it. On the other hand, a fail in wages may last long 
enough for the labourers to get accustomed to a reduced 
amount of food, and then their Standard of Comfort will 
have been altered for the worse. In the next chapter we 
shall consider further this question of changes in the 
Standard of Comfort and in the normal rate of wages. 


CHAPTER XLII. 

GENERAL WAGES {Continued). 

Wb must now consider the subject of changes in the normal 
rate of wages. The normal rate in a market is determined 
at any time, as we have seen, by the conditions of supply 
and demand in such a way that the labourers as a whole can 
Just Tuc.iut fl.in their existing standard of comfort ; but this 
standard of comfort is itself liable to change, and in India 
changes are likely to occur more rapidly in the future than 
has hitherto been the case. We have seen in Chapter 
XXXIX. that the rates of wages in villages remote from 
towns might remain unchanged for a long time, because the 
customs of the people, which make up the standard of 
comfort, might then be very slow to change ; what we have 
described in that chapter as the customary rate— the 
amotmt required to keep the labourers alive and content— 
is in fact the normal rate in those condition, and just 
enables the standard of comfort to be maintained. But 
our study of Consumption has shown us that the customs 
of Indian life are changing more rapidly than was formerly 
the case, and these changes must affect the normal rate 
of Tv-ages. A more complete study of the conditions of 
normal equilibrium in a market is required before anything 
like a complete account of the theory of changes in normal 
wages can be given ; but the practical import^ce of the 
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subject is so great that we must atteinjit to indicate by 
examples tlie nature of the changes that may oociir, and 
their ultimate effect on the economic condition of the 
country. 

In most parts of northern India at the present 
time^ we see that the ordinary labourers have what we 
must admit to be a veij low standard of comfort : they 
get enough food for existence, but they would be more 
efficient labourers if they could get more nourishing food, 
while their supply of clothing,, and their' house-accom- 
modation are generally insuffioient for the proper main- 
tenance of health. They can spend little or nothing on 
training their children for work, and they cannot, as a 
rule, save up money to support themselves in sickness 
or when' they are too old to labour. Their wages are low, 
and* their efficiency as workmen is also low, I¥hat will be 
the result on such labourers of a considerable rise in the 
wages which they earn ? 

... Writers who base their conclusions on the facts observed 
in Europe and America say that the answer to this question 
depends on the way in which the extra wages are spent,; 
and they distinguish expenditure that leads ' to increased 
efficiency of labour from that which tends to reduce it. 
Living in India, we have to consider another case which 
has not hitherto presented itself so clearly in the West, 
because we find that higher wages may mean less time 
spent in “work. We will take these cases one-bj^ one. 

In the fii'st place we may suppose - that ‘when wa,ges rise, 
the labourers live and work as before, and spend their 
increased earnings on some vice such as the consumption : 
of intoxicating drugs. Continued indulgence in these will, 
as is wel. ' known, seriously ■reduce the efficiency *of the : 
labourers ; they will become physically %veaker, and, 
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what is more important, the moral qualities which (as we 
have seen in -Chapter X.) affect efiiciency so largely vdll 
he gradually destroyed. The rise in wages will then be 
lost : employers will find that the w^prk of the deteriorated 
labourers is worth less to them than formerly, and will 
offer less for it. But it is most unlikely that men who have 
formed the habit of using such drugs will give them up 
when their income is reduced ; they are much more likely 
to go on using drugs and reduce their expenditure in 
other ways. This means that their standard of comfort, 
Tvhich is also the standard of their w^ages, will fall ; this 
means further loss of efiiciency, and this in turn means 
a further loss of wages ; and so things will go from bad 
to worse. But this is not all. As the standard of comfort 
falls, the labourers’ children will suffer more and more 
from insufficient food and clothing ; when the time comes 
for them to work, they will be weaker, and therefore less 
efficient, than their fathers were at the same age ; and il 
(as is very likety) they learn from their fathers the habit 
of using drugs, the progressive deterioration will go on 
throughout the second generation, and the final result will 
be a degraded and inefficient population, earning barely 
enough to keep themselves alive. So far we have assumed 
that the population will not change materially in numbers. 
If it increases, the progressive fall in w^ages will go on 
more rapidly, because there will be a larger number of 
inefficient labourers looking for work. If it decreases, the 
fall in wages will he retarded because there will be fewer 
of them ; but wages must eontinue to fail so long as effici- 
ency continues to decrease. 

This is an extreme illustration : we have chosen it so 
as to show as clearly as possible the result of a loss of 
efficiency among labourers. The cause of the loss of 



''eflicien,cy is for our present purpose immaterial ; the point 
is that when efFicieiicy is reduced by any cause, the redac- 
tion is: likely to be progressive : loss of efficiency means 
loss of wages, and loss of wages means further loss of 
efficiency, and the process of deterioration can be stopped 
by a change in the habits (whatever they may be) 
that cause the inefficiency. 

' .;Now let us contrast with this the case of a labourer who 
spends his increased earnings in such a way as to increase 
his efficiency. At first the extra money will go to improve 
the food and clothing of the labourer and his family ; and 
better food and clothing will make him a more efficient 
labourer, and enable him to secure a further increase in 
his income. Then he wU be able to live in a better house, 
to spend sometliing on training his children, and perhaps 
save up some money to support him in old age. We may 
safely believe that as his wages rise, he will — so long as he 
spends them wisel}’ — become a better man in every way. 
The children of such a man will start life with much greater 
advantages than their father enjoyed ; better fed and better 
clothed, they will be stronger and healthier, and they will , 
be trained for work of a higher class than their father was ; ' 
while the moral qualities that make for efficiency wdil havC' 
had the best chance of developing in a home governed 
by a man of this type. In this case w^e have exactly the 
opposite result to that- which we have Just considered : , 
the hnprovement in position is likely to be progressive, 
because each increase in earnings is so spent as to secure 
greater efficiency, and each increase in efficiency is likely 
"to secure a further rise in wages. ■ 

In this case too we must allow for possible changes in 
the numbers of the population. If the numbers fail, the 
process of improvement wdM be accelerated, because there 
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wHi be fewer labourers looking for work, wiiile if tbe niiiiibers ' 
rise it will be retarded. But we must remember that if 
(as we suppose) the labourers generally are improving tlieir 
position and increasing both in thrift and in productive 
power, the children of some of them are likely to rise to 
the higher grades of labour, and "will no longer compete for 
the employment V7hioh we have described as general 
labour. And we must also allow for the fact that labourers 
of this type are not likely to bring up a larger number of 
children than they can hope to provide -with a favourable 
start in life ; the population will in this case be limited 
by the prudence of its adult members, and the conditions 
to which Malthus looked forvrard {vide Chapter VIII.) 

■ will be to some extent realised in practice. In the case 
then which we are considering, the increase in the number 
of labourers is not likely to be so great as to prevent the 
progressive improvement resulting from a progressive 
increase in efficiency. 

Looking, then, at the labouring classes of northern 
India as w© see them to-day, w© might say that a rise in 
their wages, if it lasts long enough to give time for a change 
ill their habits, may have one of two results. If the in- 
creased income is so spent as to secure greater efficiency 
on the part - of the labourers, then a progTessive improve- 
ment is likely to follow in their position, and there is no 
reason why, in the course of a few generations, the bulk 
of them should not enjoy all the requirements of a reason- 
able life. If the increased income is wasted, and its expen- 
diture leads to a loss of efficiency, then a progressive 
^'deterioration' must be expected until ..the labourers' ^ are 
living on the barest necessaries of life. But we have still 
to take account of a third possibility. 

In the previous. Book we had to recognise the possibility 
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that, in the artisan-stage of production, the supply 
of a commodity would decrease as its price rose, because 
•the artisans would do less work. In the same way it is 
possible that the supply of labour will faU ofi as wages rise. 
This possibility has not usually received serious considera- 
tion in most countries, but it has to be reckoned with in 
India : it is a common complaint of employers that when 
they pay higher wages their men work on fewer days in 
the week, and there is undoubtedly a certain amount of 
truth in the complaint. Habits and customs, as we have • 
seen, change slowly in India ; and it may well be the case 
that labourers will not increase their expenditure, but vill 
be content to go on earning the same income as before ; 
and if they can earn it by four days’ work instead of six, 
they wiU only work for four days and spend the other days 
in idleness. Let us suppose that labourers generally 
adopt this attitude, and let us also suppose that their 
total number does not vary greatly, and that their efficiency 
is not affected by the fact that they spend a much larger 
portion of their time in idleness.^ The immediate result 
is that the supply of labour is reduced by one-third of its 
whole amount ; and if it were not for the facts which are . 
embodied in the Law of Demand, wages might rise to an 
infinitely greater figure, because each rise in wages would 
reduce the supply, and eabh reduction in the supply wouid 
result in a further rise in wages. But, m we know, em- 
ployers wiU not pay more than the labour is worth to them , 
if they find that raising wages diminishes the supply of 

1 Their efficiency might be reduced if the habit of worlong steadily 
while at work should be weakened by the ch^e ; they_w^ld then 
do less work than before even on then workmg days. It might on 
the oirhld be increased if {which is not Ukely) workmg every 
. day pots an excessive strain on their muscles or on their nervous 
system, for then they would do better work after each day of rest. 
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labour^ they wil not go on raising wages, but they will 
organise their* production so as to employ as little labour 
as possible, and they will refrain from extending their 
production or from undertaking new industries because 
of the difficulty of getting sufficient labour ,at wages which 
they can afford to pay,: Thus the final result may be that 
the condition of the la,boiirers is unchanged ; they maintain 
their standard of comfort, and neither advance nor deterio- 
rate. But the production of wealth in the country may be 
seriously affected by the inadequacy of the supply of 
labour, so that the choice of leisure (or idleness) on the 
part of the labourers wdli prevent not only their own 
progress but the economic progress of the country as a 
whole. 

We have now indicated three ways in which the position 
of the labouring classes may be affected by a rise in the 
rate of wages. Human nature being what it is, it is not 
likely that all the labourers of any country vdll behave 
in the same way. Some will become more efiicient, some 
will become less efficient, and some will not change ; so 
that the three tendencies will be all at work at the same 
time. There wdU always be some labourers increasing in 
efficiency and bringing up their children to be better 
labourers than themselves ; there will be others decreasing 
m efficiency and bringing up children wiio will be worse 
■workers than their fathers ; and there will be others again 
whose efficiency does not change and wffiose children will 
be neither better nor worse. And the same individuals 
will not always remain in the same class. Men who have 
failed to make a living as cultivators or as artisans will 
become ordinary labourers, while ordinary labourers may 
become cultivators, or acquire sufficient skill to rise to 
a higher grade of employment. The final result for the 
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country will depend, in the long ran, on the balance of 
these various forces : the . position of the labouring classes 
will gradually improve if their eihciency on the whole,, 
increases, and it will deteriorate .if their efficiency on the 
whole declines. In no case can they continue for long to 
get more wages than their work is w^orth, and the amount 
of their wages must depend very largely on their efficiency, 
that is, on the quantity and the quality of the work they do. 

Ill a first approach to the study of Economics it is pos- ' 
sible only to take a very general view of the action of the 
various causes that are at •work, and students will find that 
this question of the causes affecting the rate of wages 
is even more complicated than the foregoing account 
would suggest. But before leaving the subject a few 
words must still be said regarding the .influence that is 
exerted by the character of the labourers’ - wives. In most 
liOiisehoMs the wife takes a very large pa-rt in regulating 
the way in which the income is spent, and it rests very 
largely with her to ' determine whether ■ the expenditure 
makes for iiicreasecr efficiency or the reverse. And her 
influence, over the children -is .probably - of even , greater 
importance in the long . ran, ■ because- their moral .character 
depends on their mother’s training. more than on any other 
single cause. The future of .the working' classes depends 
therefore very largely on the character of their wives and 
mothers ; .and if for' a moment we look- beyond the limits 
of our science, .and - consider , what steps nan be taken to 
give the ■working classes the best chance of improyiiig their 
position, we must recognise that the result must be sought 
by influencing not so much the adult labourers tlieiiiseives 
as the wnmen who have so large a share -, in ' controlling the 
expenditure of their wages, and in training -the next genera- 
tion of workers. 


CHAPTER XLIII. 


EARNINGS OP SPECIALISED OCCUPATIONS. 

We turn now to consider the earnmgs of all those classes 
who receive wages, or pay, or salaries, or fees, or whatever 
the earnings may be called, in return for doing work that 
requires a greater or less degree of specialised skill, as 
distinguished from the work that can be done by a general 
labourer. These classes are numerous ; there are engine- 
drivers and mechanics of various grades, workmen carrying 
out particular processes in factories, clerks, and officials 
of all ranks, doctors and pleaders, engineers and archi- 
tects, and so on. The amount of specialised skill required 
may vary greatly from class to class, but in all cases a longer 
or shorter period of training is required to fit a youth for 
the particular occupation which he is going to follow. 
In all these cases the principles hold good that the earnings 
are determined by the conditions of Demand and Supply, 
that at any time the earnings of each class tend to be equal 
to some normal rate, and that the normal rate of earnings 
of each class alters with the progress made in the develop- 
ment of the country. There are, however, several points 
of importance which may have a marked effect on the 
Demand, or on the Supply, of men of a particular , class, 
and may consequently afiect the earnings of that class. 

The market for employees of any particular class, differs. 
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in some respects from that for general labour. As w© have 
seen in Chapter XI, there is often a greater degree of 
mobility among these classes than is the case with general 
labours so that in this sense the market is more extensive : 
employers look for men with particular qualifications not 
merely in their own town but all over India, or even 
outside its limits, and a large factory in northern India 
may be found to employ men from many different places — 
perhaps a few Europeans at the head of its different 
branches, Pars! mechanics, Bengali clerks, and so on. 
But in another sense the market is more limited, because 
the number of men wanted in any class, and also the number 
available in that class, is very much smaller than the 
number of general labourers. The market is thus more 
restricted, and bargaining is not so easily done as in the 
case of ordinary commodities, or even of general labourers ; 
but, at the same time, the employers of many of these 
classes m.ake it their business to study very carefully the 
rates of earnings and the state of supply and demand, ' 
and they Imow very well the rate at which they can expect , 
to get a man of any particular qualifications. And, in the 
same w^ay, the employees, especially in the higher grades, 
study closely the same facts, so ■ that in practice the rates 
are settled almost entirely on a consideration of the number 
wanted and the number available in the particular class. 

The number' wanted, or the Demand, depends partly 
on the natural resources of the country emd partly on the 
state’ of development which |)roduction has reached. .The., 
natural resources are' important, because they decide the 
type , of ... industry that is carried on:, thus there can be no’' 
.demand for , coahminers in ■ coimtries ■ 'where coal does 
exist. But the state of development is also of great im- 
portance : there wall be no demand for engine-drivers in 
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a country where production has not got beyond the auitisaii- 
stage, and where all work is done by hand ; and the demand 
will increase as producers extend the use of machinery. 
Thus as a country progresses, the demand for men pos- 
sessed of special skill is likely to increase, and the demand 
for general labourers is likely to become relatively less 
important. 

The Supply in each class is limited in particular by 
two causes. One of these is the influence of caste. A 
particular kind of work which; under existing social con- 
ditions, can be clone only by the men of a single caste, 
may at any time, through changes in the organisation 
of production, become very important, and a large demand 
may arise for. workmen who are able to do it. But the 
suxjply is strictly limited by the number of men in the 
caste, and if this is small relatively to the demand, the 
conditions are such that the men may earn very high 
wages, and continue to earn them for a considerable time. 
The establishment of a large leather industry, for instance, 
means a greatly mcreased demand for workmen of the 
caste or castes that vdll handle diflerent kinds of skins, 
and if such men are scarce, they may earn very high wages ; 
but in time it is probable that men of other castes, or of 
other religions, will become willing to do the v^ork, and 
then the increased supply of workmen will tend to bring 
v/ages clomi from their abnormal level. 

The second point is the need of special training before 
men can make a living in one of these occupations. The 
amount of such training, of course, differs very greatly 
in different occupations. The son of an ordinary labourer 
can learn how to manage a simple oil-engine in the course 
of a very few months, while it takes years to train a mechanic 
of one of the higher grades, or a professional man such as 
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e. pleader or an engineer. In some cases adults can enter 
one of these occupations, but, as a rule, the main source 
of supply consists of those for whom the occupation or 
the profession has been chosen while they are quite young. 
The supply at any given time is mot, therefore, determined 
merely by facts in existence at that time, but is very 
largely the' result of the decisions made by a large number 
of parents many years before. Students probably know 
from personal experience how much care and thought 
parents in the official and professional classes devote to 
choosing occupations for their sons ; and as production 
becomes more highly organised the same question begins 
to trouble skilled workmen of all classes. In making the 
decision, parents look at many points besides the income 
that may be expected to be earned ; in fact, they do their 
best to compare what we have spoken of as the Net Advan- 
tages of each of the occupations that appear to be within 
their reach. Students are probably familiar with the 
comparisons drawn at such times between different branches 
of the public service; the rate of pay is, of course, im- 
portant, but the conditions of service in regard to pension 
and similar matters are also closely scrutinised ; the 
chances of rising to the highest grade, and securing one 
of the prizes of the service, are taken into account ; and 
the social position is by no means neglected. And when 
the organisation of production has developed, precisely 
similar questions have to be settled . by engine-drivers, 
or mechanics, or foremen in factories, or other skilled 
workmen ; they have a choice of various occupations for 
their' sons,, and they compare the net advantages of each, 
(and, 'not .merely: the pay),, and choose that of which the 
net advantages appear to them to, .be greatest. 

The result of this process should be ’to equalise the net 
■ 'X, ■■■■ 
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adyaiitages of occiix 3 ations in tlie same grade, because if 
■parents oKoose that occujpatioii which offers the greatest 
net advantages, the snpj)ly in that occupation will be 
increased, and its earnings will consequently fall, while ' 

■ ocou]3ations w^hich offer the smallest net advantages will 

■ be chosen by fev/ parents, the supply in them will fall off, 

' and the earnings must consequently rise. This tendency 
does in fact exist, and its results are important ; but the 
.equalisation of net advantages is very rarely completely 
realised. The chief reason for this fact is that parents are 
quite unable to forecast the demand for men in different 
occupations during the thirty years or so that their children 
must be expected to work. Changes in production may 
at any time cause a large sudden demand for em|)Io3^ees of 
a particular class, and may make the skill of emx)Ioyees of 
other classes practically useless, and these things cannot 
he foreseen. Parents, especially Indian parents, look very 
much to the present position, and do not make sufficient 
allowance for possible changes ; and hence we find that the 
competition for old-established professions or occupations 
is exceedingly keen, and the rate of earnings in them is 
lowered, while' it is sometimes very hard to find men 
qualified to work in occupations or professions of more 
recent establishment, and the earnings in these are rela- 
tively high. While, therefore, the tendency to equalise 
net advantages exists, the time required to adjust the 
supply, and the difficulty of foreseeing the future, make 
exact equalisation almost impossible ; and at any moment 
some j)i‘ofessions and occu|)ations are overcrow^ded and 
their earnings depressed, ‘while the snpjciy in others is 
inadequate and the earnings abnormally Iiigh. 

A few examples will make it easier for students to under- 
stand what has been said on this jjoint. First, let us look 
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at tlie case of clerks able to copy English writmg. When 
the English administration was established in India, the 
proportion of the population that could read and wite 
was much smaller than it is now, and naturally scarcely 
anyone knew English, because the language in official use 
had hitherto been mainly Persian. Y^hen then a demand 
arose for English copyists, very few could at first be found, 
and those who existed were able to earn large salaries. 
But parents very soon recognised that in the new condi- 
tions a Imowledge of, English would he an important' 
qualification for an official career ; and as more and more 
boys were taught English, the supply of .men able to copy 
English increased ■ rapidty, and the salary offered for such 
work fell, until now a man who can merely copy earns no 
more than many domestic servants. In the same way 
when typewriters were first introduced there were few 
clerks who knew how to use them, and people who wanted 
their work typewritten paid considerably more for this 
than if it had been copied by hand. T3rpewriting, however, 
is an occupation in which the supply can be increased 
very quickly, because a copyist can learn the art in a 
month or so, and consequently the deficiency in supply 
was rapidly made good, and now. typists, camio't earn "much' 
more than copyists ; if they want Yo increase their income 
they have to acquire the much more difficult art of writing 
shorthand. 

Again, we may take the case of drivers of motor-cars. 
It is oiity a few 5^ears since motor-cars were introduced into 
India, and naturally there were no trained drivers in the 
country, because parents could not have foreseen some 
years before that the occupation was going to come into 
existence, nor if they had foreseen it could they have 
■found anyone in India qualified to train their sons. The 
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first owners of motor-cars liad tlierefore to engage European 
drivers on very liigli- salaries. But it does not take very 
long to train a mecKanic to be a coiiipeteiit clriver^ and 
very soon Indian meclianies begem to be trained because 
they saw^ tkey could earn mucli more as drivers tlian as 
meclianies, thougb they could not get siicli large salaries 
as tlie European drivers. At first tkey bad. difficulty in 
getting the necessary training, but in a short time training 
classes were estabb'slied in various parts of India, and now 
the supply of drivers is about keeping pace wdtli the demand, 
that is to sa 3 ^, drivers earn mcoiiies that make the net 
advantages of their emplo 3 rmerit roughly equal to those 
of other employments which the same class of men could 
undertake. 

Again, let us consider the profession of the pleader or 
advocate. This profession caimot be said to have existed 
before the establishment of regular courts of law, which: 
•was carried out gradually by the British 'administration ; 
but the establishment, of the courts was quickly followed 
, by a demand for advocates trained in the law, and able 
' to present their clients' cases in the most favourable light. 

, ; Such training, is not easy to organise, and in the early days 
the leaders of the profession were mostly Englishmen, 
who had benefited by the system of training ■ existing in 
■■ their own country. ■ These leaders made very large incomes,' 
and enjoyed many other advantages in the way of influence 
and social position ; the attractions of the new profession 
soon became apparent; and while, on the one hand, means 
of training were provided in the country, on , the other 
hand, large numbers. of parents took' advantage of these 
means, and had their children educated for the, profession.' 
At the present day the supply of pleaders is .at least equal: 
to the demand, The-ablest men can, still earn 'very large.' 
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incoiaeSs but many pleaders earn very little ; and if it 
were possible to work out the average income of all the 
pleaders in a city where they are numerous, the average 
would probably be lower than the average earnings of other 
professions of the same rank. The difference is accounted 
for in part by the other advantages of the profession, 
but taking all the advantages (including the income) 
into account, it is still probable that pleaders are on the 
average worse off than men of other professions : that is 
to say, the present supply is excessive, and the excess is 
due to the fact that for many years parents have over- 
estimated the advantages of the pleader’s position. 

These examples will help students to understand that the 
adjustment of the supply in these occupations arid pro- 
fessions is by no means perfect : causes are at w-nrk tending 
to adjust the supply in such a way that the various occupa- 
tions or professions in the ■ same grade offer equal net 
advantages, but these causes, from their very nature, 
work very slowly, and changes in industrial organisation 
(which may occur wdth relative rapidity) may entmely 
upset the adjustment. It follows that any particular', 
occupation or profession may for a considerable period 
remain over-supplied, or mider-supplied, and that its 
earnings may be less or more than the amount that would',, 
result if the supply, could be adjusted more rapidly. 

'Another consequence of , the slowmess of ad]iist'in,ent is 
the risk of men being unable to earn a 'living in tlie occupa- 
tionV' or profession w-Nich' they 'have chosen. TMs occurs 
when, the demand falls off in an occupation which is. already 
fully supplied with workers ; the faff in demand may be' 
due to changes in the organisation , of production, to neW' 
discoveries that m'a'ke. the old vrays obsolete,- or merely 
to some change in consumption, but 'the effect in any case 
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is that men who are skilled in some particular occupation 
are no longer able to find employment in it : they must 
either learn a new occupation or work as general labourers. 
A simple example may be found hi the present position 
of the water-carrier {bJiisMi) caste in the cities of noithem 
India. Large numbers of these men were formerly employed 
in watering the streets and gardens, and in the domestic 
work of Muhammadans and Christians, but when a regular 
water-supply was introduced, the water-carrier’s occupa- 
tion was much reduced, because most of the domestic 
work is provided for by house-eoimections, and tbe streets 
are watered from carts. A large proportion of the water- 
carriers was thus thrown out of work. The men w^ere 
unable to make a living by the only occupation m w'hich 
they had special skill, and many of them have taken to 
general labour, because it is the only means of livelihood 
within their reach. This condition is spoken of as un- 
employment, and the risk that it m&j occur has to be 
allowed for in every specialised occupation ; as the speciali- 
sation of occupations increases, unemployment must also 
be expected to increase in importance, but in the present 
industrial condition of India it is not a very widespread 
evil, and its study may for the present be deferred. 


CHAPTER XLIV. 


, EARNINGS OF MANAGEMENT. 

We now come to the last of the claimants for a share in 
the wealth that is produced ; this is the Producer him- 
self, the man who organises and manages production. We 
have already seen that, as a matter of fact, the producer 
usually contributes some other factor of production in 
addition to his organised work : the cultivator and artisan 
.supply both capital and labour, while in the factory-stage 
of production the employer usually provides a portion 
at least of the capital ; and we have to be careful to dis- 
tinguish the earnings of management from the share due 
to these other factors. 

If, however, we allow for the separation of these items, 
we see that the producer pays out of his produce the 
shares of ' land, capital, and labour, which are determined 
on the lines indicated in the preceding chapters of this 
Book, and keeps w^hat is left for himself. His object is 
two-fold ; he wants to produce at the least possible expense, 
and he v/ants to sell at the highest possible price : if he 
succeeds in these objects, he has an adequate share left for 
Mmself after pa;^mig the expenses, while if he fails, he has 
nothing left, or has even lost part of the capital employed. 
But no ordinary man will undertake a productive enter- 
prise unless he expects to make an income from it, and all 
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ordinary men will give up sncli an enterprise if tliey find 
that in fact they are not makmg an incomes or are making 
a smaller income than they could secure in other occupa- 
tions, and we must therefore regard organisation or 
management as an occupation to be compared with other 
occupations which a man can undertake. If we ask why 
a man chooses to start his son in life as a producer rather 
than as a pleader or an engineer, we must answer that he 
regards the net advantages of the one occupation as greater 
than those of the other ; he hopes that his son will be 
better ofit as a producer than as a pleader, that is to say, 
that his whole position (and not merely Ms income) will 
be better in the former case than in the latter. We thus 
see that the supply of producers must be determined on 
the conditions which we have already seen to be applicable 
in the case of other occupations requiring specialised skill. 

Let us look a little closer at a few of the conditions wMch 
aSeot tMs occupation. The training required has to be 
obtained in somewhat different ways from those which 
will equip a man for a profession. It is true that much 
that is of value can be learnt at a University or at a 
Technical Institute, In the latter a youth can learn the 
sciences that underlie the methods of production, and their 
application to those methods ; if, for instance, he wants 
to undertake the production of sugar, he will have to 
study the chemistry and physics of the subject, and learn 
how the machinery of a sugar-factory is designed to allow 
the necessary chemical and physical changes to take place, 
and to prevent the occurrence of undesirable changes ; 
and in most branches of production he will find that he 
some knowledge at least of mechanics, as w’eU as of 
of the materials used. TMs, however, 
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commercial side of Ms business, how to buy ’cheap, and 
how to sell dear : and he' has to acquire the very difficult 
art of managing the labourers and workmen employed 
so as to get the best work at the lowest cost. He needs, 
that is 'to say, not merely a knowledge of chemistry and 
mechanics, but also a knowledge of human nature as it 
is found among merchants, workmen and labourers ; 
'such knowledge can be acquired only by experience, but 
the best foundation for it is laid in the course of a good 
general education, such as the schools and universities 
aim at supplying. To these qualifications must be added 
the practical experience of production : a student of law 
requires to spend a good deal of time in the courts, seeing 
how legal business is actually conducted, before he is in 
a position to conduct such business himself : a medical 
student has to spend a long time in a hospital seeing cases 
treated and operations performed before he is qualified to 
start practice for Mmself ; and in just the same way a 
man who wishes to undertake the management of a factory . 
must get practical experience of how a factory is managed.:' 

The training for tMs occupation is consequently lengthy, ;■ 
and it is often very difficult to arrange for the practical; 
experience that is required, while, in addition, the youth' 
may have to be provided with a considerable aiiioimt of „ 
capital to enable him to start .a factory, or.{wIiat is usually 
more practicable) to buy a share ■ in an existing concern, 
and learn Ms work by working with partners of greater 
experience. , Agahi, the social position of a producer in 
./India is still inferior as compared mth that 'of a landholder ; 
or a professional man : there are signs of a gradual change 
in this respect, but even now comparatively few: parents 
among the educated classes think, of this ' occupation, for.:; 
their sons, and most of them confine their.' attention , to 
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government service or to sncii professions as the law or 
education. It follows that the races inhabiting northern 
India do not as yet furnish a large supply of men com- 
petent to organise production on a large scale, and most of 
the producers are drawn either from the families already 
engaged in similar work, or from men of other races, such 
as Europeans or Parsis, in whose eyes the disadvantages 
which have been enumerated count for less. It -is obvious ■■ 
then that the earnings must for the present be Mgh iii: 
order to attract an adequate supply of men in the condi- 
tions which have been described. 

It is possible to recognise the demand for men of this 
kind in a country where production on a large scale has 
developed extensively, and in such cases we can see that 
the general Law of Demand applies. But the develop- 
ment of industry in northern India has not yet reached a 
stag© where we can recognise the existence of an employ- 
ment-market for such rnen ; the numbers demanded, and 
the numbers available, in any mdustry are still too small 
for that. Students must therefore become familiar with 
the conditions that prevail in countries more advanced in 
industrial development before thej^ can realise the way in 
which the earnings of management are determined when 
large numbers of competent men are looking for a chance 
of emplo^unent, and large numbers of men possessing 
capital are looking for some one to employ it for them. 
We may, however, consider what conditions vdil have to 
be fulfilled before such an employment-market can be 
established in India. 

One comparatively simple step is the provision of f aciMtieS' • 
for technical training. We speak of this as comparatively 
simple because it can be done by government or by the 
work of a few enlightened individuals, and indeed con- 
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si(lera.ble progress lias been made in tMs direction in tlie 
last few years. There are of course great difficulties in the 
organisation of such institutions, but these difficulties are 
small compared with the other conditions that have to be 
realised. One of these is a change in the attitude of the 
educated classes of Indian society : they must recognise 
that the greatest evil affecting India is the small amount 
of wealth produced, compared mth the number of people 
who have to be supported ; that increased production 
requires organisation more than anything else ; and that 
the occupation of the producer is not less respectable, and 
not less desirable, than the occupations which at present 
command a social preference. A second condition is a 
change in the attitude of the people as regards the employ- 
ment of wealth as capital ; the wealth that is Ijdng idle 
has to be brought into use, and savings have to be emjjloyed 
as they accrue. A third condition is a gradual development 
in the efficiency of labour ; the workers in all grades have 
to learn how to make the best use of the money which they 
earn, and to recognise the need for increased technical skill 
and for more careful training of their children. Some slight 
progress has already been made towards the realisation of 
these changes in the attitude of the people; and as the 
changes progress, the number of producers is likely to 
increase, the capital that they require for /their work' will 
become available, and then the factors of production 
existing in the country will be more effectively used, and 
the supply of wealth yielded by them will be increased. 


CHAPTES XLV. 


SUMMARY. THE NATIONAL INCOME. 

We have now examined the- way -in which the remniiera” 
tion of the various factors of production is determined. 
Our examination has been by no means coinpletej for the 
subject is very complex, and our present aim is merely to 
obtain a general view of the main lines of the theory of 
Distribution, leaving many points to be elaborated ■ further 
during subsequent study. We have, however, arrived at 
the follow iiig conclusions. 

In the case of interest we have seen that, so far as markets 
for capital have developed, the market rate of net interest 
is determined by the conditions of demand and supply in 
very much the same way as the market price of a commodity ; 
and that at any time there is a normal rate of net interest, 
corresponding to the normal .price to which the market 
price of a commodity tends to return. This normal rate, 
however, is not permanently fixed, but changes with the 
changing conditions of the country in a manner that will 
require much further study. The gross interest paid by a 
borrower is made up of net interest at the market rate, 
together mth charges for management and. for insurance: 
against risk ; the amount of these charges' varies, m^: m 
vidual cases, so that the Tate of met interest, cannot \be 
ascertained so easily as the price, of a commodity, but its' 



kSTJMMARY. the national income 333 


importance is not diminislied by the difficulty of ascertainmg 
it. One of the greatest needs of India at the present time 
is the further development of the market so that pro- 
ducers of all classes mB>j be able to obtain the capital they 
require on reasonable terms ; and as this development 
proceeds, the theory of interest worked out by economists 
will become more ■ and more closely applicable to the facts 
of ordinary Indian life. 

In the case of rent also we have seen that the conditions 
of supply and demand determine the rate paid, but that 
the rate varies with the fertility of the land. In all comitries 
a stage must be expected to arrive .when the demand for 
fertile land exceeds the supply ; and when this stage has 
been reached, it becomes possible for the landholder to 
claim as rent the entire produce of the soil after deducting 
the necessary expenses of its cultivation. In conditions 
such' as prevail in most of northern India, the effect of 
enforcing this claim may be to leave the cultivator without 
adequate incentive to maintain the fertility of his land ; 
and in these conditions the State commonly intervenes in 
the interest of the national income,, and limits the amount of 
the landholder’s claim so as to ensure that, the cultivator 
shall have the incentive which is required. 

Turning next to wages and earnings, we have traced the 
mfluence of the demand and supply of workers in the various 
grades. We have seen that the demand for labour resembles 
generally the demand; for commodities^ but that .the supply 
is affected by various , considerations arising mainly from 
the facts that the worker cannot be separated from Ms work, 
and that he is a human berng with tastes and prejudices of 
his .own... The . market rat© of wages' is consequently not 
affected so easily as the market price of' a comm.odity; by 
small changes in the supply and demand ; .but the 'Yisible 
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eifects of larger changes show that the market rate does 'in 
fact depend on these forces. The standard of wages at any 
given time is set by the standard of comfort of the wage- 
earners, and in no case can a body of workers continue to 
receive more than their work is worth. Further study of 
the changes in the standard rate of wages must consequently 
be directed mainly towards the causes that affect the 
efficiency of labour, and to the relation that exists between 
the labourer’s way of living and the quality of his work. 

Lastly we have seen that the conditions affecting the 
work of the producer are similar to those affecting salaried 
employments requiring particular forms of skill ; but that 
production in India has not yet been organised to the point 
where a theory of the earnings of management can be based 
on the facts of Indian life. 

These conclusions carry us some way in our study. But 
in an examination conducted in this way it is easy to over- 
look the mutual influences of changes hi the remuneration 
of different factors; we do not realise sufficiently how 
changes in the wages of some classes may affect the wages 
of others, or how changes in rent or interest may affect the 
whole community, and not merely the classes who pay or 
the classes who receive. Before leaving the subject, there- 
fore, let us try and view the problem of distribution in its 
broadest possible aspect. 

We may regard the whole nation as a single community 
engaged in producing wealth ; and we may regard th'e whole 
of the wealth produced as the National Income, by the 
consumption of which the nation lives. All the workmg 
members of the nation, from the labourer workmg in the 
fleld to the owner of a large factory, assist in producing this 
income ; all of them are supported out of it, but they do 
not consume it all. Some of the income has to be applied 


SUMMARY. THE NATIONAL INCOME 335 


ill replacing the capital used up in its production ; while in 
all nations -a portion of it is employed in the support of 
the unproductive classes of the population. The first and 
obvious interest of the nation as a whole is that the National 
Income should be as large as possible. To secure this obj ect, 
each of the factors of production must be used in the most 
effective manner possible : the land must be so cultivated 
as to jdeld the largest produce consistent with the mainten- 
ance of its fertilitj?^ ; the men who work, whether with their 
hands or with theii* brains, must be efficient in the widest 
sense of the word ; and the accumulated wealth must be 
so used as to give the greatest possible assistance to the 
workers. The nation as a whole is interested in seeing 
that these conditions are fulfilled, and it sets aside a share ^ 
of the national income in order that the government (which 
represents it) may deal with those questions which require 
the common action of the people. The other questions it 
leaves to be dealt mth according to the judgment of indi- 
viduals ; but as we have seen each individual does not decide 
all these questions consciously for himself, but is guided in 
many of them by the custom which expresses the general 
view of at least a portion of the nation. Thus, the action of 
the individual may be determined in on© of three ways ; by 
law, by custom, or by his own judgment. To take an 
instance, the government is charged with seeing that every 
indi vicinal enjoys his own property, and endeavours to 
secure this by pumshing thieves and cheats, and by com- 

^ This share may be pro\dded in the form of taxation, as, for 
instance, when the government takes as income-tax live pies out 
of every rupee that a man receives. It may also be provided by 
setting aside some particuiar factors of production to be managed 
by the government : thus, in India, the government manages very 
large areas of forests, and also the water-supply furnished by the 
larger rivers, ■ 
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pelliiig ■ them to restore to its owiiei any property which 
they have wrongfully taken ; the iri.aniier in which the 
individual enjoys his property is on the other hand 
determmed very largely by custom ; while he uses his 
own judgment in acquiring property, or in parting with it. 

We have assumed throughout our study that a govern- 
ment exists which secures to each individual his freedom to 
use Ms own judgment, and the enjoyment of his share of the 
national wealth. On tMs assumption, we find that the 
extent of the National Income depends in the long run 
mainly on the character of the individuals who make up the 
nation : for this character determines not only the nature 
of their decisions, in cases w^here they use their judgment, 
but also the nature of the customs to which they conform. 
If a nation is to enjoy a large and increasing National Income, 
the individuals who compose it must be hard-working, 
intelligent and thrifty. Hard work (whether the work is 
done by the hand or by the brain) is as we have seen the 
first condition of efficiency in production. Intelligence 
is necessary to secure the proper organisation of production, 
and its adaptation to" changing circumstances. Thrift 
implies a clear realisation of the needs of the future and a 
steady effort- to provide for them ; the wwd thus covers the 
proper regulation of consumption so as to secure efficiency, 
the avoidance of waste, the accumulation of a store of wealth 
to be emploj^ed as capital, and the training of each new 
generation to be more efficient than its parents. 

The Distribution of thiB National Income may be carried 
out in more ways than one. We have examined-' it on 
the assumption of Industrial Freedom (Chapter, IV.) and 
we have found reason to conclude (though we have not 
examined all the reasons): that where Industrial, Freedom 
prevails the share of each individual and of each class tends 
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to vary witii efficiency, tiie most efficient man and the most 
efficient class getting the largest share. But the individual 
and the class are dependent on the rest of the nation, because 
the amount of their share depends on the amount of the' 
National Income ; and the inefficient who diminish this, 
diminish not only their own share but the shares of all other 
classes. When labour is inefficient there is less income to 
divide, and it is not only the inefficient labourers who suffer 
but also the efficient men whose work and whose capital 
would yield them a larger share if labour played its part. 
In the same way the inefficient organisation of production 
means not only a smaller income for the inefficient producers 
but also a reduced National Income, and consequently a 
reduction in the shares of capital and labour. 

The main economic advantage of the system of Industrial 
Freedom is then that it offers a reward for efficiency in the 
shape of a larger share of the National Income, and thus 
provides an incentive to individuals to increase their effici- 
ency. If this incentive were felt by all the individuals with 
sufficient intensity, then every individual in the nation 
would work his hardest to attain the greatest possible 
efficiency, and the National Income would be raised to the 
highest possible amount. We know by experience that the 
incentive is sufficient in the case of a large number of 
individuals, and we know that mth a large number it fails, 
because we can see every day some individuals working 
with entire efficiency, and others working very inefficiently 
or not working at all. The success of Industrial Freedom 
depends, therefore, on the extent to wffiich the reward of 
efficiency is an adequate incentive. 

The main economic drawback of the system is that the 
inefficiency of some classes of the people will reduce the 
National Income as a whole, and that thus the efficient 
■■ r 
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suffer 'because ctbers are inefficient. The extent of this e\ui. 
is also a question of degree : if tiie great majority of tbe 
nation is efficient, the loss caused by the inefficient minority 
will not be of great imjcortance, while the efforts of an 
efficient minority may be very inadequately ' rewarded if 
the bulk of the nation is inefficient. 

The S37'stem of Industrial Freedom, does not, therefore, 
offer an 3 ?thing approaching to a certainty either that the 
National Income wiU be maintained at the highest possible 
level, or that the reward offered to efficiency wiU be^an 
adequate mcentive. And people who feel these drawbacks 
strongly frequently urge that the system should be changed 
and that the nation as a whole, acting through its govern- 
ment, should so regulate the production, or the consumption, 
or the distribution of wealth, or all of these, as to secure 
these objects more effectively. Proposals of these kinds 
may be described in general terms as Communism or 
Socialism, and students will have to study them at a later 
stage. They are supported by various arguments that lie 
outside the scope of our science, but in examining them from 
the economic standpoint the main questions to be borne in 
mind are : Will they ilead to an increase in the National 
Income? and, Wil they furnish a greater incentive to 
efficiency 1 

We have seen that in India the system of Industrial 
Freedom has in. one most important respect been departed 
from in the interests of the nation as a whole, namely, in the 
laws that restrict the rate of rent, and we have seen that the 
economic reason justifying this restriction is the need for 
an incentive to secure the efficiency of the cultivator. Ik 
smaller matters, too, the Indian govemment has; already 
interfered with the system, as in the legislation which in 
some cases restricts the hours of labour in factories or 
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imposes conditions regarding the employment of '' women 
and children ; and students will probably find that as 
time goes, on an increasing proportion of the measures 
put forward by statesmen and politicians will involve inter- 
ference with Industrial Freedom. Such measures will be 
supported and opposed on many grounds, but their econo- 
mic effect will always be a question of importance ; and 
one of the chief advantages of the study of Economics is 
to ensure a due appreciation of the economic aspect of all 
proposals which would affect the nation in the business 
of its daily life. 
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Production— (coni.) 

Expenses of, changes in, 214, 
217, 218, 307. 

Factors, and specialisation of, 
31, 125. . 

Factory stage, iiO, 132. 
Organisation, self-supporting 
stage, 95. 

Profits, nature of, 239 (note 2), 
Purchasing power of money, 26, 
231. ■ 

Rent 

Agricultural land, method of 
determining, 267, 269, 285. 
Ciassicai theor 5 ^ of, 277. 
■Economic rent, 277. 

Fair rent, definition of, 284. 
Limitation; of, by legislation, 
281, 333, 338. 

Normal level, 271: 

Relation to prices, 280. 

Savings 

Investment of, amongst poorer 
classes, 123. 

Process of accumulating, 91, 92. 
Science, definition of, 8. 
Self-supporting system, 96. 
Specialised Occupations 
Caste system, effect of, 320. 
Demand and Supply, causes 
affecting, ©to., 318. , 
Earnings; of, 318. 

Mobility, 319. 

Special training for, 320. 
Specialisation' of Labour, 1.27, 
.131. 

Stock, holding up, 196. 

Strike system, 303. 

Taxation, Allowance for, 238. 

Utilities 

Production and oonsumpt-ioa 
of,. 20. 


INDEX ' 343 


Utaity 

Definition of, in relation ■ to' 
Economies, 160. 

Value, definition of, 15., 

Wages 

Agiicuitui'a! . Laboiire,rs,, in- 
crease in rate, 222. 

Customary rural rates, 286, 
293,310. ^ ' 

Efficiency of La, hour, effect on 
rate, V 2 98. 

Prevailing and normal rate, 
292, 310. 

Real and' Money wages, dis- 
tinction between, 294. 

Rise in, in India, 222, 223, 311. . 

Specialised labour, earnings''" 
of, 318. 

Variations in rate, 298, 301, 
333. 


Wants 

Exceptions as to increase of, 
145. ... 

Increase in number and 
variety, 141. 

Nature of, etc., 139. 

Necessaries and Lusimes, 151, 

Relation between demand and 
wants, 163, 

Satisfaction of, 141, 145. 

Wealth 

Definition of, 9. 

Estimate of, difficulty of mak- 
ing, 13. 

Hoarding of, rea>son for habit, 
94, 118, 

Small amount produced in 
India, compared with popu- 
lation, 331. 

Women, influence of, in labour- 
iiig class, 317. 
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